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Special purpose Royals are practically a necessity in 
all offices where there is accounting and billing 


work to be done. 


These typewriters incorporate all of the advanced fea- 
tures of the New and Greater Easy-Writing Royal: in- 
cluding Improved Shift Freedom, Touch Control and 
Automatic Paper Lock. @ Because of their flexibility 
and ease of operation, Royals assure perfect typing in 
far greater volume. At the same time fatigue is reduced 
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These models are invaluable for all typing which requires fre- 
quent changes of column position. They are equipped with either 
5,6 or 10 decimal tabulation keys, located above the figure keys, 
readily accessible and providing greatest finger clearance. Roya! 
Decimal Tabulators are also obtainable without key set. 
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to a very minimum. The result is more careful work— 
freedom from transposition errors, so difficult to detect, 
so serious in all financial work. @ Wide carriage models 
are available up to 32 inches, taking a sheet 33 inches 
wide and writing a 31 inch line. @ Decimal tabulation 
typewriters, with all of the exclusive Royal improve- 
ments are equipped with and without a key set feature 
which permits positioning of stops from the front of the 
machine. See your nearest Royal representative or write 
for descriptive literature. No obligation. Royal Type- 
writer Company, Inc., 2 Park Avenue, New York City. 
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Especially notable is the fact that these models are equipped 
with Improved Shift Freedom. Because the type-bars alone change 
position in typing capitals, the rigid carriage structure is pos- 
sible, thus insuring perfect alignment throughout the widest 
writing line. Wide carriage Royals, also, embody the same fea- 
tures of operation as the standard models. The result is a special 
purpose typewriter easy to use, fast and convenient. 


TYPEWRITERS «& 








_—  _ Aaa 






































Members of Controllers’ 


Staffs Will Be Interested in 


MERGERS and CONSOLIDATIONS 
By Charles H. Langer, Ph.B., C.P.A. 


This new work should prove of very great value to them in the handling of the problems which 
it so thoroughly covers. The material in this Course carries the accountant beyond the propositions 
generally considered in lectures on mergers and consolidations. Even some of the common proposi- 
tions are presented in a new manner—challenging the usual treatment. The purchase of subsidiary 


stock at less than book value is considered in re- 
lation to conditions—overvaluation of assets, 
advantageous purchase, discount on purchase of 
stock because of low earning power—the former 
inevitable “Negative Goodwill” is consigned to 
oblivion. 

The method of recording profits and losses of sub- 
sidiaries on the books of the holding company is new. 
The treatment of discount or premium on intercor- 
porate bond holdings is new. 

Perhaps the greatest interest and contribution lies 
in the new treatment of preparation of consolidated 
balance sheets involving unilateral, bilateral and 
multilateral intercorporate stockholdings (the latter 
two commonly termed “interdependent variables’’) 
without the use of consolidated balance sheet working 
papers, by the “equity ratio” method, a new method 
which affords proof of correctness of the majority and 
minority interests, and greatly lessens the amount of 
detail work. The algebraic and the successive trials 
methods are also presented. 

Full discussions are given the treatment of inter- 
company profits, where there are minority interests 
in both the buying and the selling companies, and the 
special consideration required where there are unilat- 
eral, bilateral or multilateral intercorporate stock- 
holdings. 

Day and Evening Classes and 
Home Study Instruction 


WALTON SCH@L 


COMMERCE 


Member National Home Study Council 


Cuartes H. Lancer, Pu.B., C.P.A. 
President and Educational Director 


600-610 McCormick Building 
CHICAGO 





Every Lecture in 
MERGERS AND CONSOLIDATIONS 


Is Amply Illustrated with Problems 
and Their Solutions 


The Author’s Solutions to Problems, and Answers to Theory 
Questions, returned to the student with his lesson work, constitute 
a most valuable part of the Course. 











Other Walton Courses 


Provide complete training in Accountancy. The 
Courses may be taken in combination or separately. 
(See list in coupon below.) 


| This Coupon Will Bring Details 


A complete outline of Walton Courses, together with a copy of our 
helpful book, ““The Walton Way to a Better Day,” will be sent 
you upon receipt of this coupon filled in. Requesting this infor- 
mation incurs no obligation. It may prove very valuable to you. 
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checked above, also a copy of your inspirational book, ‘‘The Walton 


Way toa Better Day.” 
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Printed Form Costs 
Have Increased 


Materials and payroll increases in the printing 
industry have resulted in an upward price trend in 
stationery forms. 

These increased prices can be avoided and tan- 
gible savings can be made through the adoption of 
our contract plan for controlling the purchasing 
and warehousing of stationery forms. 

Would you believe you could buy your printed 
forms for significantly less money than you have 
been paying during the last few years? 


You can, with the service offered by 


COURIER-CITIZEN COMPANY, INC. 


165 Jackson Street 


122 E. 42nd St. LOWELL 80 Federal St. 
New YorK Boston 
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Lidttortal Comment 


Prissy against assumption of managerial 
functions by controllers is given by Mr. Arthur 
Andersen, a well known public accountant, in a paper 
presented in this number of “THE CONTROLLER.” Mr. 
Andersen prepared his paper carefully, for reading 
at the November meeting of the CHICAGO CONTROL. 
It represents his well considered thought, and that of 
his associates, on the subject of what the controller 
should concern himself with in order to make him- 
self most valuable to his company. 

There has been much mystery in the minds of the 
public, and, sad to relate, even in the minds of busi- 
ness men, including executives, as to the exact func- 
tions to be performed by the controller. Particularly, 
there has been much confusion as to where the line 
should be drawn as between the duties of a treasurer 
and the functions of a controller. 

It will require many such papers as Mr. Andersen 
presented, many such publications as THE CONTROL- 
LERS INSTITUTE has issued on this subject to clear up 
the confusion that exists on this point. That is one 
of the functions of THE CONTROLLERS INSTITUTE. 

Mr. Andersen assigns plenty of work to the con- 
troller. Likewise, he gives the treasurer plenty to do. 
He draws the line carefully between the duties of 
these two officers. Then he warns the controller 
against assuming managerial functions, against en- 
croaching on the duties of other executives. 


No exception can be taken to Mr. Andersen’s 
views. In fact, it is desirable that any fears on the 
part of a manager or other executive that a controller 
may encroach on his functions, should be allayed. 

The controller has a real task to perform, in con- 
junction with the other executives of a company. 
He must be possessed of great tact, and a strong and 
attractive personality, because of the work which he 
must do—work which touches every activity and 
every department of a business. In many companies 
the controller is correctly established, and his rela- 
tions with other executives defined; but at this stage 
of development of controllership it is well known 
that there are many companies which either have no 
official with the title of controller, or which have not 
given the controller the authority needed in order 
to fulfill his functions properly. Those are condi- 
tions which may be remedied only by a constant and 
widespread dissemination of information as to the 
best practices, the procedures followed by the most 
successful companies. THE CONTROLLERS INSTITUTE 
has taken the lead in that work. While it has itself 
defined what it believes to be the ideal situation with 
respect to the authority, duties, rank and responsi- 
bilities of the controller, it welcomes other opinions, 
other ideas on this subject, which are forward look- 
ing and constructive. 
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A Public Accountant’s Views as to 


Duties and Rank of Controller 


Line of Demarcation Between Functions of Treasurer and 
of Controller Carefully Drawn—Controller Should Have Dt- 
rect Access to Board of Directors—Relations With Executives 
Call For Exercise of Tact—Paper by ARTHUR ANDERSEN. 


jo. rapidly changing functions of 
a controller, with the resultant 
changes in his status in his company 
and in his relations to the executives 
and other officers of his company, have 
been made the subject of careful study 
during the past several years by many 
who are in a position to observe these 
matters closely. 

The views of a prominent public 
accountant with respect to the control- 
ler’s duties, rank and responsibilities 
are presented in the paper that fol- 
lows. MR. ARTHUR ANDERSEN of 
Chicago prepared this paper for pres- 
entation at a meeting in November 
of the CHICAGO CONTROL of the Con- 
TROLLERS INSTITUTE OF AMERICA. 

It is interesting to note that MR. 
ANDERSEN’S views with respect to the 
duties of a controller coincide to a 
large extent with the definition of such 
duties prepared by the CONTROLLERS 
INSTITUTE OF AMERICA. There are 
some slight deviations. A most in- 
teresting portion of MR. ANDERSEN'S 
paper is that which describes the treas- 
urer’s duties and draws the line be- 
tween them and the duties of a con- 
troller. 

Mr. ANDERSEN'S paper is a valu- 
able contribution to the study of this 
most interesting subject. 


—THE EpITor. 


During the past five years, most 
business men have had reason to doubt 
the theories and principles of busi- 
ness conduct which previously served 
them as dependable guides, and many 
concepts have perforce been changed, 
or at least modified, by the experience 
of these years. But now this period of 


doubt appears to be nearing an end, 
and today there is stronger evidence 
than ever before that certain principles 
of management and of personnel or- 
ganization are sound. There is in- 
creasing evidence that where these 
principles are observed the chances for 
successful operation are materially bet- 
ter than when they are ignored. This 
presumes, of course, equality in other 
factors that may affect such a compari- 
son. 

The fundamental requirement in 
any business is men. There is no sub- 
stitute for the leadership that can be 
given by men with the knowledge, in- 
telligence, courage, energy, enthusi- 
asm and resourcefulness which most 
executive positions require; so let us 
not forget that the man is the most 
important factor in every position in 
every organization. 


Functional Relations Must Be 
Clarified 

In the days when individual busi- 
ness enterprises were small and one 
man could supervise personally all ac- 
tivities of a given business, the require- 
ment as to personnel organization was 
almost exclusively for men having the 
required qualifications for the work. 
With the growth of large organiza- 
tions, however, a new need was en- 
countered. There came to be many 
men engaged in directional and ad- 
ministrative work within a single busi- 
ness. Specialization was developed to 
a high degree. Each man was charged 
with responsibility for some particular 
phase of activity. And with this dis- 
tribution of responsibility it has be- 
come increasingly important to define 
the field of activity for each and to 


clarify the functional relationships 
among all. As this specialization has 
been carried along, certain logical and 
practical classifications of duties have 
been developed through experience un- 
der which a smoothness of operation 
can be attained, and under which, 
also, the best interests of the company 
can be satisfactorily guarded. So, in 
business enterprises of the present day, 
it is more than ever important to have 
competent men for the principal posi- 
tions, and, in addition, it has become 
necessary to provide a plan of or- 
ganization under which these men may 
work without the conflict and inter- 
ference that usually occur when posi- 
tions are not defined and ambition 
spurs each one to encompass as much 
ground as his individual judgment 
dictates. 


Effectiveness Increased by Organization 

The coordinated effort of a properly 
balanced organization creates a force 
much greater than that which could 
be produced by a corresponding group 
of equally qualified individuals work- 
ing without previously established plan 
as to the division of their duties and 
responsibilities. 

To attain this coordinated effort of 
a properly balanced organization, three 
things are necessary. First, each major 
position must be filled by a man who 
will discharge satisfactorily the spe- 
cific duties of his position. Second, a 
spirit of cooperation must prevail 
which is dependent, in large part, upon 
general acceptance of the thought that 
the interests of the individual are 
closely allied with the interests of the 
organization as a whole. Finally, 
the entire group of major executives 
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must work in accordance with a pre- 
viously established plan of action in 
which each man plays his proper part 
and in which each part is an integral 
portion of the plan as a whole. 

It is to this final requirement that 
particular attention should be given. 
One of the most common obstacles to 
effective coordination in business or- 
ganizations is a tendency to stress un- 
duly the importance of some one posi- 
tion or individual, and correspondingly 
to place restrictions upon other indi- 
viduals which are entirely out of keep- 
ing with their purported functional 
positions. Due to individual ability or 
force of personality, it frequently hap- 
pens that the head of some one func- 
tion of a business is permitted, or even 
encouraged to dominate policy for- 
mulation and conduct of the business 
in general. The prerogatives of other 
department heads are usurped, they 
are prevented from functioning in 
their normal capacities, and a general 
condition of unbalance is created. This 
occurs even though the other positions 
are competently filled, and it repre- 
sents a basic distortion of functional 
lines rather than a justified compensa- 
tion for weaknesses in personnel. 


Should Recognize Controller's 
Im portance 

Of the generally recognized and 
more usual functional positions in 
modern business organizations, that of 
controller has probably suffered most 
from this tendency to encroach. This 
is understandable, as the controller's 
function is a comparatively recent de- 
velopment, made necessary by the large 
size of modern business organizations, 
and it has come into existence so un- 
obtrusively that many people fail to 
comprehend the fundamental change 
which has taken place. There is a 
tendency still to think of the control- 
ler in terms of bookkeeping, and to 
regard the position as a necessary evil 
which in large part has been forced 
on business by the quantity and com- 
plexity of our tax laws and various 
governmental regulations. The con- 
troller’s function today is unquestion- 
ably one of the major functions of 
business administration, and the im- 
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portance of the position should be fully 
recognized. 

One of the principal reasons that 
the correct degree of importance has 
not generally been attached to the con- 
troller’s position lies in failure on the 
part of controllers themselves to visu- 
alize their true function, or in a lack 
of ability to do the job that is theirs 
by the right of sound organization. In 
creating a more widespread knowledge 
of the controller’s duties and responsi- 
bilities, THE CONTROLLERS INSTITUTE 
OF AMERICA is performing a great 
service to its members, to accountants, 
to controllers in general and to indus- 
try as a whole. No doubt there are 
differing opinions as to the proper 
placement for many of the duties 
which one might assign to the control- 
ler, but close study of the problem over 
a period of years has made possible 
the preparation of an outline of duties 
and responsibilities of this office which 
shortly will be presented later in this 
article. 

This outline is submitted as a theo- 
retical assignment of duties, and ac- 
cordingly a word of caution may be 
advisable. As previously stated, the 
fundamental requirement of any busi- 
ness is men. Since no two human be- 
ings are identical and seldom, if ever, 
will two men be found with identical 
qualifications for any position, it often 
is advisable to permit some modifica- 
tion of the theoretical plan in order to 
take advantage of individual abilities 
and qualities. There are, accordingly, 
two conflicting forces at work—the 
need for molding the plan to suit the 
individual, and the need for establish- 
ing and preserving correct functional 
organization. A satisfactory balance 
between these two must be maintained. 
It is unwise to distort a sound organ- 
ization plan for the sake of an indi- 
vidual ; conversely, the best results can 
not be obtained if a plan of organiza- 
tion is insisted upon, into which the 
individuals will not fit. When this 
problem is very pronounced the answer 
is probably some change in personnel. 

The duties of the controller require 
that he perform work relating to every 
function of the business and accord- 
ingly organization relationships with 
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every other functional head must be 
worked out. The relationship which 
appears to present the greatest prob- 
lem and to cause the greatest confu- 
sion, however, is that with the treas- 
urer. This is undoubtedly due in 
part to the fact that record keeping 
and finance are closely allied, and in 
part to misconception of the treasurer's 
true function. For years it has been 
customary for by-laws to provide for 
the office of treasurer, and to have the 
treasurer subject to appointment by 
the board of directors. This has given 
the office of treasurer a certain prestige 
that the controller usually an appointee 
of the president or general manager, 
has not enjoyed. Due primarily to 
this condition, a tendency has existed 
to regard the treasurer as senior to the 
controller and, in many cases, as at 
least the functional director of the 
controller's activities. By-laws in gen- 
eral have not kept pace with the 
changes in business needs and business 
custom which have led to creation of 
the function of controller as an office 
of major importance. There are ex- 
ceptions, however, and there appears to 
be at present a marked tendency in 
larger corporations to recognize of- 
ficially the importance of the control- 
ler’s position. 

During recent years, numerous 
papers have been written on the duties 
and responsibilities of the controller. 
Most of these have dealt with the ques- 
tion broadly and have presented rather 
general definitions of the controller's 
function, although in some instances 
these general definitions have been sup- 
plemented with detailed illustrations 
of ways in which a controller could 
function properly. But in these papers 
it is most unusual to find, in definitely 
crystallized form, concise yet compre- 
hensive statements defining the con- 
troller’s function in the more detailed 
manner required for practical applica- 
tion. It would appear that enough 
generalization has been indulged in, 
and that enough illustrations have been 
given. Accordingly, in this paper, a 
departure is to be made from the 
more usual and perhaps more interest- 
ing type of presentations in favor of 
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the somewhat drier, but probably more 
useful, detailed outline. 


Functions of Treasurer Defined 

In view of the great amount of con- 
fusion that still exists as to the proper 
dividing line between the true func- 
tion of the controller and the true func- 
tion of the treasurer, it may be well 
to present outlines for both; and per- 
haps the office of the controller will 
be the more clearly understood if the 
office of treasurer is defined first. In 
these outlines it is assumed that there 
is no higher ranking financial officer 
in the organization than the treasurer. 
Obviously, if the organization includes 
a financial vice-president, the duties 
of both the treasurer and the controller 
will be changed. More will be said on 
that subject later. 

The treasurer, speaking broadly, 
should be responsible to the board of 
directors for the receipt, custody and 
disbursement of all funds of the cor- 
poration, in the form both of cash and 
securities. He should be accountable 
to the president for the administration 
of these duties in conformity with 
policies established by the latter, by the 
executive committee, or by the board 
itself, and he should accept any other 
responsibilities, either special or rou- 
tine, that may be assigned to him by 
the president. 

More specifically, the duties and re- 
sponsibilities of the treasurer may be 
stated as follows: 


1. Policy Formulation 


As the officer primarily responsible for 
the financial function of the business, the 
treasurer should develop recommenda- 
tions with respect to financial policy, to 
be submitted to the executive committee 
or board of directors for their approval. 
To the extent of his authority, he should 
see that the company has a financial pro- 
gram adequate to meet future require- 
ments over a period of years, and he 
should negotiate loans, either short or 
long term, if and when required. 


2. Bank Relations 
He should be responsible for the fos- 
tering and maintenance of desirable rela- 
tions with those banks and banking in- 
terests which are of most value to the 
company for both present and possible 
future advantage in the conduct of the 


business. 
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3. Investments 

Subject to approval by the executive 
committee or board of directors, he 
should formulate an investment policy 
and should invest the available funds of 
the company in accordance therewith, giv- 
ing proper consideration to such factors 
as safety of principal, dates of maturity, 
marketability, yield, and the like. 


4. Deposit of Cash Receipts 
He should be responsible for seeing 
that all cash received by the company is 
deposited intact with depositaries ap- 
proved by the board of directors. 


5. Custody of Cash and Investment 
Securities 

He should be recognized as the respon- 
sible custodian of all cash and invest- 
ment securities owned by or in possession 
of the company, whether as their own 
property or in trust, and should take all 
steps necessary to assure the safety of 
such items. However, with regard to 
securities, it is customary to have these 
placed under dual control as an added 
safeguard. Some of the duties included 
in this responsibility are— 

(a) Study of the financial condition of 

depositaries employed. 

(b) Bonding of those officers and em- 
ployees of the company who are 
in positions of trust with re- 
spect to the company’s cash or 
securities. 

(c) Arrangements for hold-up and 
burglary insurance and similar 
risk coverage that conditions 
may make advisable. 

(d) Arrangements for the protection 
of cash and securities, and em- 
ployees handling these items, by 
the employment of guards, 
money transfer agencies, and the 
like, where such provisions may 
be desirable. 


6. Disbursements 

The disbursement of funds and the re- 
lease of securities should take place only 
in accordance with his order or instruc- 
tions issued by him, and he should take 
the necessary steps to guard against any 
deviation from this practice. (This ap- 
plies only, however, to the actual re- 
lease of cash or securities, and should 
not be confused with the approval of 
vouchers for payment, which properly 
is a function of the controller.) 


7. Time of Payment 

In accordance with and subject to the 
financial policy of the company, he 
should direct the dates at which vouched 
bills are to be prepared for payment, 
and in this connection he should indicate 
whether bills are to be anticipated, dis- 
counted, paid net when due, or deferred. 
In such regulation of payments, the in- 


terests of other functions of the business 
should be considered and the plan 
adopted should be one for the best gen- 
eral good of the company. 


8. Distribution of Funds 
He should direct and control the dis- 
tribution of cash among the company’s 
several depositaries. He likewise should 
control the number, location, and amounts 
of the working funds required through- 
out the company. 


9. Credits 

He should guide and direct the exten- 
sion of credit to customers, and pass 
upon credit problems involved in pay- 
ments to vendors and all other credits 
allowed by the company, in conformity 
with general policies established by the 
Executive Committee or by the Board. 
This does not include responsibility for 
the approval of advances or loans made 
to officers and employees. Such advances, 
other than routine advances for traveling 
and similar purposes, should be subject 
to approval by the Board of Directors. 


10. Collections 


He should be responsible for the col- 
lection of all moneys due the company 
from debtors of all classes, and he should 
see that no arrangements entailing credits 
to debtors’ accounts for other than cash 
are made without proper authorization. 
In routine cases, of course, he may dele- 
gate authority to subordinates. 


11. Nonoperating Property 


He should be responsible for the man- 
agement of properties held as investments 
and for the maintenance, lease and dis- 
position of properties which have ceased 
to be used in the conduct of the com- 
pany’s regular business. Certain of these 
functions may be delegated to other de- 
partment heads for practical reasons, 
but it should remain the responsibility of 
the treasurer to safeguard such invest- 
ments and to maintain nonoperating in- 
come. 

12. Insurance 

He should be responsible, through 
the placing of insurance, for providing 
the company with adequate safeguards 
against loss arising from accident or 
natural hazards, subject, however, to any 
specific instructions which the Board of 
Directors may issue. His responsibility 
in such matters should include the selec- 
tion of underwriters, determination of 
the coverage required, renewal of ex- 
piring policies and, in general, all mat- 
ters pertaining to all classes of insur- 
ance. Insurance policies may be turned 
over to the secretary for safekeeping, if 
desired, excepting corporate life policies 
with a cash surrender value, which should 
be deposited with securities in the com- 
pany’s safe-deposit vault. 

















13. Official Signatures 
He should validate all corporate in- 
struments requiring the signature of the 
fiscal officer and should receive and exe- 
cute garnishments and other processes of 
law directed to the corporation involv- 
ing the payment of funds. 


14. Reports 


He should present reports at regular 
intervals to the Executive Committee and 
to the Board of Directors, giving an ac- 
cotnt of his stewardship of the com- 
pany’s funds and other important points 
in the fiscal affairs of the company. 


That concludes the outline of sug- 
gested duties and responsibilities of 


the treasurer. Upon comparison of 
this outline with that of the controller, 
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which follows, it will be noted that 
dividing lines are quite clearly drawn 
and that but little opportunity remains 
for confusion between the functions 
of these two officers. 


Suggested Duties of Controller 


The controller, speaking broadly, 
should be responsible to the president 
for the maintenance of adequate rec- 
ords to permit the preparation there- 
from of statements showing financial 
position of the company and the re- 
sults of operations, by accounting pe- 
riods. He should prepare regular 
reports based on the records for pres- 
entation to the Board and to the sev- 
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Formation of Research Counal 
Authorized by Directors of Institute 


RGANIZATION of a Research Council, to conduct studies 

of carefully chosen subjects, was authorized by the Na- 
| tional Board of Directors of THE CONTROLLERS INSTITUTE OF 
_ AMERICA, at a meeting held December 17, 1934. 

Mr. Henry D. Minich has been named chairman of this Coun- 
cil, and an announcement will be made shortly as to the manner 
of organization of the Council, and as to its method of operation. 

This action is regarded by the Board of Directors as one of the 
most important steps yet taken to attain one of the major objec- 
tives for which The Institute was formed, namely, to make it 
possible for members of The Institute to exchange information 
with respect to procedures and other subjects, and likewise to 
conduct scientific studies of matters of particular interest to con- 


Commenting on the proposal to organize a Research Council, | 
Mr. F. A. Ulmer, a member of the National Board of Directors, 


"l have reviewed the recommendation to the Directors that The Insti- 
tute now undertake the work of a Research Bureau. I am heartily in favor 
of this as it conforms with my original conception of the chief gain to be 
derived from The Institute by the members thereof, viz., an information | 
bureau on the problems of the controller and a medium for the exchange | 


‘In the present economic crisis it may be that the Institute's efforts in | 
shaping legislation and the administration of acts affecting business take 
precedence over all others in importance to members, but in the long run, 
in my opinion, The Institute will rise or fall in its hold on membership 
directly in ratio to the rendering of such service as that proposed in the 
adoption of this research work, so I cast my vote for it.” | 
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eral officers and department heads of 
the company and should submit such 
special reports as may be called for. 
He should be charged with the main- 
tenance of audit control over operations 
of the company and with responsibility 
for the accounting system generally. 
He should accept any other responsi- 
bilities, special or routine, that may be 
assigned to him by the president. 

In more detail his functions are as 
follows: 

1. Books of Account 

As the principal accounting officer, 
he should be responsible for the adminis- 
trative direction of all work relative to 
maintaining the company’s books of ac- 
count in such a manner that the records 
will show accurately the financial condi- 
tion of the company at the close of each 
accounting period and the results of its 
operations. In this connection, he should 
have full responsibility, subject to the 
Board of Directors, for the accounting 
policies followed. In those instances 
where subsidiary records relating to the 
books of account are placed under the 
administrative supervision of an individ- 
ual not directly subject to the con- 
troller’s authority, the controller should 
exercise a functional direction over all 
such work and be responsible for these 
records in their effect upon his accounts 
to the same extent that he would be re- 
sponsible were such records maintained 
within his own department. This should 
apply to the accounting records of sub- 
sidiary companies as well as to the sub- 
sidiary records of the parent company. 


2. Internal Check 


He should be responsible for the 
proper functioning of adequate internal 
check or auditing procedures designed to 
safeguard the company’s assets - against 
unauthorized disposition or loss arising 
from negligence or dishonesty on the part 
of employees. Where practicable, he 
should provide automatic cross-checks 
whereby the acts of individuals entrusted 
with cash, securities, merchandise, or the 
authority to receive, hold or issue any 
of these, shall be checked by or against 
the work of different individuals, pref- 
erably in other departments or sections 
of the organization. These automatic 
checks should be supplemented when 
necessary by actual audit work for as- 
surance that no loss to the company will 
result from clerical errors, neglect of 
clerical duties or intentional dishonesty 
on the part of any employee or officer of 
the company. 


3. Access to Securities 


Although responsibility for the safe- 
keeping of all marketable securities and 





8 


similar items held in the company’s safe- 
deposit boxes or vaults rests primarily 
with the treasurer, it should be the re- 
sponsibility of the controller to so fix 
the requirements for access to such boxes 
or vaults that an adequate cross-check 
is maintained. The presence of two re- 
sponsible individuals should be required 
in every instance, one of whom should 
be the treasurer or an authorized repre- 
sentative, the other the controller or 
an authorized representative. The pur- 
pose and results of each visit should be 
made a matter of definite record, sup- 
ported by the signatures of those pres- 
ent. 

4. Reports for Management Purposes 

He should prepare or cause to be pre- 
pared statements reflecting the financial 
condition of the company and the results 
of its operations for presentation to the 
Board of Directors and to the several 
officers of the company, regularly at in- 
tervals conforming with the company’s 
accounting periods. He should likewise 
prepare statements regularly for the sev- 
eral department heads and_ subdepart- 
ment heads providing them with all per- 
tinent data on operations or other details 
of the business which may be of value 
to them in the effective performance of 
their respective tasks. 


5. Analysis and Interpretation 
The financial reports for the Board of 
Directors, and other reports where de- 
sirable, should be supplemented by his 
written comment calling attention to im- 
portant points for consideration includ- 
ing significant trends or ratios. It is his 
responsibility in general, to provide in- 
terpretations of the figures assembled for 
report purposes and to assist the entire 
organization through his analyses of 

financial and operating statements. 


6. Reports to Stockholders and Releases 
to the Press 

The controller should review care- 
fully all reports having financial signifi- 
cance that the Board of Directors or 
officers of the company may submit to 
stockholders, to security exchanges or to 
the press. It is extremely important, 
under the present Securities Act and Se- 
curities Exchange Act, that all data so 
released shall permit complete substan- 
tiation and that no opportunity shall be 
afforded, within reasonable limits, for 
erroneous assumptions to be drawn by 
possible readers. Although responsibility 
for the release of such statements ordi- 
narily rests with the Board of Directors 
or the President, and the controller 
usually is not in a position of final au- 
thority with respect thereto, the con- 
troller should guard against the possi- 
bility that those directly responsible may 
act on the basis of faulty or incomplete 
information. 
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7. Forecasts or Budgets 

As an aid to effective planning for 
future operations and as a means of 
measuring the accomplishment repre- 
sented in actual performance, the con- 
troller should supervise and direct the 
development of operating and financial 
forecasts or budgets covering in each 
case that future period which appears 
best suited to the opportunity and the 
need for such calculation. The heads of 
the several departments within the or- 
ganization should be required to pre- 
pare their own individual estimates of 
income and expense covering their re- 
spective operations, but it should be the 
duty of the controller to consult with 
each department head and to effect a 
reconciliation of the various departmental 
figures to arrive at a consolidated fore- 
cast (or budget) based on balanced activ- 
ity. When the figures finally submitted 
by department heads are, in the opinion 
of the controller, either contrary to the 
best interests of the company or impos- 
sible of attainment, he should review 
such figures with the president and/or 
the general manager. 


8. Revision of System 


He should be responsible for all meth- 
ods and procedures employed in the ac- 
counting and clerical work of his depart- 
ment, and should be expected to make 
changes from time to time in the inter- 
est of better safeguarding the company’s 
assets, more accurate or more suitable 
data, promptness in the presentation of 
reports, and greater economy of opera- 
tion. With respect to methods and pro- 
cedures in clerical work in other than 
his own department, he should have the 
privilege of investigation and recom- 
mendation for change, and he should 
supervise such change upon approval of 
the department head affected. 


9. Mechanical Office Equipment and Forms 
for Accounting and Clerical Use 

The purchase of all major items of 
mechanical office equipment should be 
subject to his approval, and no new 
forms should be adopted for use until 
approved by him or by an individual 
whom he has designated to act in such 
matters. 


10. Costs and Cost Estimates 

He should be responsible for the de- 
termination of unit product costs, with 
that degree of accuracy and in that form 
best fitted to meet the requirements of 
the sales and manufacturing functions of 
the business as well as accounting. He 
should likewise direct the preparation 
of all estimates of future costs for assur- 
ance that all elements of cost are prop- 
erly observed, but this work need not be 
done under his administrative control if 





INSTITUTE DEFINES AD- 
DITIONAL FUNCTION 
OF CONTROLLER 


On recommendation by Mr. B. 
G. Smith, Chairman of the Com- 
mittee on Professional Standing, 
the National Board of Directors 
of THE CONTROLLERS INSTITUTE 
OF AMERICA, at a meeting held 
December 17, 1934, approved the 
addition of a paragraph, number 
17, defining an additional func- 
tion of the controller as follows: 


“To prepare or approve the regula- 
tions or standard practices required 
to assure compliance with orders or 
regulations issued by duly consti- 
tuted governmental agencies.” 


This paragraph is in addition to 
the sixteen enumerated functions 
of the controller which were first 
published by THE CONTROLLERS 
INSTITUTE in June, 1933, and 
which were reprinted in the No- 
vember, 1934, issue of THE CON- 
TROLLER. 











it appears expedient to have it placed 
elsewhere in the organization. 


11. Sales Prices 

Responsibility for sales prices res‘s pri- 
marily with the chief sales executive, but 
the controller should collaborate in the 
establishment of price schedules when- 
ever the sales prices are dependent upon 
or are closely related to costs. He also 
should be familiar with all provisions as 
to price, terms, and the like, that appear 
in the industry’s code of fair competi- 
tion, and he should call attention to any 
instance where proposed prices or terms 
appear to be in violation thereof. 


12. Receivables 

He should be responsible for seeing 
that all transactions wherein the company 
assumes or extends a position as creditor 
are properly recorded in a special group 
of accounting records provided for this 
purpose, and he should cooperate fully 
with the treasurer in matters pertaining 
to the collection of these notes or accounts 
by preparing special analyses and reports 
of the condition of such accounts, both in- 
dividually and collectively, as required. 


13. Inventories 
He should be responsible jointly with 
the executive in charge of plant opera- 
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tions for the over-all accuracy of physical 
inventories that are to be taken up on 
the books. He should prepare or ap- 
prove the instructions under which in- 
ventories are to be taken and should 
provide for the necessary audit or check 
of the counts, description and pricing to 
provide assurance of the fundamental 
truth of the inventories reported. He 
should have full responsibility for all 
extension, classification and other clerical 
work incidental to the final determina- 
tion of values. 


14. Insurance 

He should be responsible for the prep- 
aration and submission to the treasurer 
of periodic statements of the insurable 
value of buildings, equipment, inven- 
tories and other insurable assets, if any, 
to provide the treasurer with the proper 
valuation basis for the placing of in- 
surance. Similarly, he should provide the 
treasurer with payroll summaries for 
use in connection with employers’ liabil- 
ity insurance. 

15. Taxes 

He should be responsible for the prep- 
aration of all income tax returns required 
by Federal or state governments, and he 
should provide assistance in connection 
with the preparation of personal prop- 
erty, franchise or other tax returns upon 
request by the secretary or the treasurer. 


16. Disbursements 
He should enforce procedures which 
will provide that no disbursement of 
funds may take place without proper 
audit and approval by duly authorized 
persons. 
17. General 


The controller should participate in the 
consideration given to all major projects 
broadly affecting the future course of the 
company. He, more than any othei ex- 
cept the general officers of the company, 
must have a comprehensive knowledge 
of the present operations and future plans 
pertaining to all functions of the busi- 
ness. 


That concludes the detailed outline 
of the controller's duties and respon- 
sibilities. An attempt has been made 
to include therein an indication of the 
nature of his duties in sufficient detail 
so that his position will be properly 
defined, and yet in a form sufficiently 
broad to cover numerous details not 
specifically mentioned. 

For a complete understanding of 
the controller’s position, however— 
for an understanding of the opportu- 
nity that is his to serve an organiza- 
tion to the full extent that his position 
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offers—some further comment may be 
helpful. It is not enough merely to 
go through the routine of performing 
the duties outlined. The truly big 
man in this truly big position will 
contribute something beside that; but 
unfortunately most controllers need 
to tear down certain barriers in thought 
that restrict their point of view and 
accordingly limit their opportunities. 


Must Sense Operating Problems 


The accountant’s mind is trained to 
fine mathematical accuracy, to the 
treatment of details, to rigid depart- 
mentalization. His point of view is 
normally, and quite naturally, from 
the side of accounting and finance. 
The controller's greatest function in 
business and his greatest opportunity 
for service lie in his ability to see, or 
to sense, the operating problems, and 
to make his accounting statements 
serve the operating personnel. Most 
controllers can prepare statements 
that meet a company’s needs from the 
financial point of view. How many 
can prepare statements that truly cover 
the operating requirements? True, 
some controllers will give the operat- 
ing people what they ask for, and that 
helps, but the real need is for the 
controller who can go beyond that 
point, who can combine a knowledge 
of figures and accounting with a sense 
for the use of figures for operating 
purposes, and who accordingly can 
prepare operating reports that are bet- 
ter than the operating people them- 
selves can specify. The company that 
has such a controller is fortunate, and 
the controller that fills such a position 
is a big man. 


Relations with General Executives 

A discussion of the duties and re- 
sponsibilities of the controller would 
not be complete without giving some 
attention to the relationship that 
should exist between this officer and 
the general executives of the company, 
and with the board of directors. 

In view of the responsibilities that 
are now placed squarely upon the di- 
rectors, responsibilities which have 
been morally theirs for years and many 


of which have been made legally bind- 
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ing by recently enacted laws, it is of 
considerable importance to them that 
they obtain complete and unbiased re- 
ports as to the company’s financial 
position, results from operations and 
miscellaneous accounting and statisti- 
cal information. The one individual 
in the company’s organization who, 
above all others, should be best able 
to present this information is the con- 
troller. He is in more or less direct 
contact with the detail accounting rec- 
ords; he must be acquainted with the 
activities of all functions of the busi- 
ness; he should know better than any 
other man how to analyze and inter- 
pret the accounting and statistical data 
which are available. To justify his 
position as a major executive of the 
company he must have mature judg- 
ment and a good sense of relative val- 
ues. Under normal conditions, the 
controller can offer a better combina- 
tion of analytical ability, knowledge 
of accounting in general and knowl- 
edge of the company’s accounts in par- 
ticular, than anyone else in the organi- 
zation. 


Position Detached and Impartial 

The controller is in the most de- 
tached and impartial position of all 
the major executives. He has no re- 
sponsibility for policy or administra- 
tion of sales, production, finance or 
general management. Under a sound 
organization plan, he can report re- 
sults and operating conditions to the 
directors without fear or favor, and 
this freedom from prejudice is of 
much importance when feports on 
company activities are involved. If 
the directors receive an accounting re- 
port prepared under the direction of 
some other officer, there is always the 
possibility that either intentionally or 
unintentionally the information pre- 
sented will be shaded in a way to 
either minimize or emphasize certain 
points where personal interest enters 
the picture; or, it is quite possible that 
certain errors or failures may be com- 
pletely obscured. Figures are as clay 
in the hands of the sculptor. Too 
often have we seen the disastrous. re- 
sult of relying upon financial state- 
ments issued by overoptimistic, insin- 
cere or biased persons, even though 
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they may be what the world calls 
“honest.” 


Should Not Combine Treasurer and 
Controller 


It is this importance of a detached 
and unbiased viewpoint which offers 
the crowning argument against com- 
bining the functions of treasurer and 
controller in one man. Costly errors 
in judgment, or in the interpretation 
of policies, can be made by the finan- 
cial officer as well as by other officers, 
and it is highly desirable that the ac- 
counting reports to the chief adminis- 
trative officer and to the board disclose 
such errors if made. If the reports 
were presented by the financial officer 
there would be a quite natural tend- 
ency to so arrange the figures that 
errors of this type would not be readily 
seen. The controller, if independent 
of the financial officer, is in position 
to report on a purely unbiased basis 
the results of all operations, and the 
financial condition resulting from 
all operations, including transactions 
which technically are nonoperating in 
their nature. The only subject matter 
of the controller's reports in which he 
has a personal interest, if responsibili- 
ties are properly functionalized, is the 
operating expense of his own depart- 
ment. 

As implied previously, there are other 
reasons why it is advisable to have 
both a controller and a treasurer, each 
independent of the other. Until re- 
cently internal check was the only 
argument generally advanced to sup- 
port this division of responsibilities. 
More recently, however, there appears 
to have developed a recognition of the 
fact that the experience and capabili- 
ties required for one function are dif- 
ferent from the requirements for the 
other. With this it has come to be 
realized, in the case of the larger 
companies at least, that the position 
of controller calls for administrative 
and technical abilities that can not be 
exercised satisfactorily if the individ- 
ual must give a considerable part of 
his time to the company’s finances and 
special matters extraneous to the duties 
of a controller. Conversely, the treas- 
urer may have pressing financial prob- 
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lems of the utmost importance which 
will not receive the needed amount of 
attention if he must devote a large 
part of his time to administrative mat- 
ters. 

And now, what of the controller’s 
relationship with the company’s chief 
executive and with the board of di- 
rectors ? 


Controller Should Have Contact with 
Directors 

As indicated previously it is most 
desirable that the board shall obtain 
its financial statements exactly as pre- 
pared by the controller, and it would 
appear upon first thought, perhaps, 
that the controller should be respon- 
sible only to the board. But the board 
meets usually with intervals of at least 
a month between meetings, and in the 
meantime the chief executive of the 
company is responsible for conducting 
the business in accordance with poli- 
cies and plans laid down or approved 
by the board. The most efficient op- 
eration is normally obtained when all 
activities are coordinated under a sin- 
gle head, and it would appear logical, 
therefore, that the controller's func- 
tion be included with the rest, subject 
to direction by the chief executive. 

The conflicts in lines of authority 
which may appear to result from this 
arrangement are more imaginary than 
real. Under this arrangement the 
controller is made subject to the ad- 
ministrative control of the chief execu- 
tive to the same extent that other offi- 
cers are correspondingly placed. A 
difference exists only in the fact that 
the controller shall have direct contact 
with the board through his reports, a 
privilege which may be denied other 
officers. 


Three Methods of Operation 
Presentation of the reports may be 
arranged in at least three ways, as 
follows: 


1. The most satisfactory arrangement 
from many angles is to have the con- 
troller as a member of the board. 

2. Next in preference is the practice 
of having the controller meet with the 
board during a sufficient part of each of 
its sessions to present his report in per- 
son. 

3. Still satisfactory is an arrangement 
whereby the controller’s signed report 


would be presented to the board through 
another officer, in most cases the presi- 
dent. In such instances the officer pre- 
senting the report could be permitted to 
add a supplementary report of his own 
relating to the substance of the con- 
troller’s report, but in no case should he 
be allowed to substitute his report for 
that of the controller. 


Under any of these arrangements 
there is danger that the controller may 
be dominated by the chief executive 
and may not voice his true beliefs or 
opinions. The controller is, of course, 
in an uncomfortable position in the 
event serious differences exist, and he 
will no doubt think twice before tak- 
ing a position adversely critical of the 
management, but certainly the board’s 
chance for a true picture is vastly bet- 
ter than when this channel for true 
information is obstructed by barriers 
imposed through the form of organi- 
zation. Then too, there is more en- 
couragement offered the controller to 
speak frankly if he can be made to 
feel that his report will receive as fair 
consideration by the board as that of 
some other officer. 

Naturally under such an arrange- 
ment it is imperative that the board 
not only appoint the controller but 
that it also retain the authority to reg- 
ulate his salary. It is only natural 
for a man to be influenced by the loca- 
tion of control over his income. 

Now let us consider the question 
as to how the existence of a financial 
vice-president will affect the status of 
the controller and, also, whether the 
office of financial vice-president is log- 
ical or desirable. 

In answering that question it must 
first of all be recalled that the man is 
the most important factor in every 
position in every organization. Given 
satisfactory men to fill the offices of 
controller and treasurer the office of 
financial vice-president would be su- 
perfluous and a hindrance to sound 
organization, as it would interpose an 
organization step between the con- 
troller and both the chief executive 
and the board. In making that state- 
ment it is assumed that the financial 
vice-president would act as a senior 
officer over both the treasurer and the 
controller. If he should have juris- 
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diction over the treasurer alone, there 
would then be even less justification 
for the office, as in that event he would 
in reality be treasurer and should have 
that title. 

Unfortunately, however, it is’ not 
always possible or feasible to provide 
an organization with two satisfactorily 
competent men for the positions of 
treasurer and controller respectively, 
and in those cases where a man of un- 
usual ability is already in the organi- 
zation, or is available from the outside, 
it is sometimes more satisfactory to 
give such a man responsibility for 
both functions of the business. This 
is not a desirable solution, however, 
and should always be regarded as an 
expedient rather than as sound perma- 
nent organization. 


Internal Check Weakened 


When such a situation does exist, a 
rather difficult problem is presented 
in the reallocation of duties and re- 
sponsibilities. Below the financial 
vice-president the line of demarcation 
between the two functions should be 
preserved. The system of internal 
check will be weakened inherently, to 
some extent, by the unification of con- 
trol over the two functions, and any 
further merging should be carefully 
avoided, particularly where internal 
check is involved. The treasurer prob- 
ably should retain more of his func- 
tional duties than the controller, as 
many of the more important functions 
of the latter would pass to the vice- 
president. Responsibility for reports 
to the board of directors nominally 
would then rest with the vice-presi- 
dent rather than with the controller, 
although the controller probably would 
still do the major part of the work in 
preparing the analyses and comments. 
More detailed recommendations as to 
the distribution of duties would re- 
quire too much time for presentation 
here, and, furthermore, in most cases 
a standard set-up can hardly be ap- 
plied. As the position of financial 
vice-president is most frequently created 
to meet some unusual situation, it is 
hardly likely that any standard can be 
set which will offer much chance of 
fitting individual cases. 
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In conclusion, a brief bit of advice 
is offered to all men who occupy posi- 
tions as controllers. Remember that 
accounting, records work and all the 
related duties represent only one func- 
tion of the business. The controller is 
responsible for that function and 
should do all in his power to gain and 
to justify recognition as an important 
functional head and officer, but he 
should not attempt to usurp the pre- 
rogatives of the president or general 
manager. The controller provides the 
data for intelligent direction and con- 
trol, and he should counsel with de- 
partment heads and the general execu- 
tives; but, most emphatically, he does 
not control the business. When the 
controller begins to dictate rather than 
advise, when he tries to convert lines 
of functional control into lines of 
direct control, he then is riding either 
toward a general managership or 
toward a severe fall, and in a very 
great majority of such cases it will be 
the latter. 

Be reasonable, be fair and if possi- 
ble be wise. 


IT’S UP TO US. By James P. Warburg. 
7 A. Knopf, New York. 207 pages. 
72 

Mr. Warburg is not a reactionary, he 
would “regret a typical laissez-faire re- 
action from the present tendencies almost 
as much as their unmodified continua- 
tion.” His disagreement with the New 
Deal is not ‘that it seeks to improve the 
pattern of our lives, but that it seeks to 
accomplish this end in blind disregard 
of the realities of human nature and with- 
out sufficient understanding of what the 
system is that is to be improved.” This 
is probably the clearest statement that 
can be made by an unbiased critic of the 
administration’s policies, through which 
we have been led through an unparalleled 
series of dangerous experiments, the true 
import of which has not yet dawned upon 
the great masses still swayed by a species 
of mob psychology. 

Criticism in itself is seldom truly ef- 
fective unless it is also accompanied by 
something constructive to take the place 
of that condemned. Mr. Warburg fully 
realizes this fact and clearly and simply 
states ten general principles which he 
believes should govern our future action. 
This done, he then applies them specifi- 
cally to agriculture, industry, banking, 
taxation, government expenditure and for- 
eign trade. 

In chapter ten, if the reader is con- 
vinced that we are headed in two or more 
contradictory directions, that is, toward 
inflation on the one hand and toward a 
regimented planned society on the other, 
he is told how to find out where he 
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stands and how to make this stand mean 
something. There are three appendixes, 
“Against Inflation,” “What Injustice” and 
“Banking as a Profession.” 

Mr. Warburg needs no introduction. 
He does not equivocate. He knows what 
he is talking about and says it in no 
uncertain terms. There is no doubt that 
the country is at the crossroads and that 
our future recovery depends to a great 
extent upon the course followed during 
the remaining years of the present admin- 
istration. It matters not what shade of 
opinion is held, we are passing through 
a critical period and it behooves every 
intelligent citizen to become thoroughly 
conversant with conditions under which 
we are laboring. This work is an excel- 
lent aid in that direction. 


MONEYLESS GOVERNMENT. Anony- 
mous. Wetzel Publishing Company, Los 
Angeles, Calif. 192 pages. $2.00. 

It is doubtful whether any considerable 
number of people could conscientiously en- 
dorse the plan suggested by this book for 
the amelioration of practically all the eco- 
nomic evils and abuses under which we are 
laboring. The author, editor of a weekly 
newspaper in Elida, New Mexico, sincerely 
believes his program presents the key to 
the solution or abolishment of money, prop- 
erty rights, taxes, debt, tariffs, crime, war, 
immigration, technological unemployment, 
divorce, poverty, drouth (!), intemper- 
ance, distribution and practically everything 
else that prevents our living in an ideal 
Utopia. He frankly admits that he has 
borrowed from Communistic, Socialistic, 
Fascist, militaristic, scholaristic, Biblical, 
Democratic and other sources in formulat- 
ing his theory. He believes that with 
the plan in effect and all people graded in 
classes, everyone will be happy. This de- 
spite a severe form of regimentation govern- 
ing every move a so-called citizen might 
make. Everyone will be practically a ward 
of an honest (?) and indulgent govern- 
ment of some sort. 

President Roosevelt is to be given dic- 
tatorial powers to proclaim the collapse of 
our capitalistic system. Finance and business 
is to be outlawed and as a preliminary step 
there is to be issued fifty billion dollars in 
fiat money. Labor is to be conscripted to 
build one hundred thousand model com- 
munities, payment for labor to be in board, 
lodging and clothes. Apparently, practically 
everyone will have to tackle a new oc- 
cupation. While war is abolished, young 
people of both sexes will nevertheless have 
to drill five hours a week. Despite the fact 
that the AAA and nature have not been 
strictly in accord lately, all production is 
to be predetermined in some fashion. 
Bluntly, those that do not like the plan are 
welcome to leave the country. 

Dreams of an ideal state go as far back 
as Plato and Plutach. This is the same kind 
of phantasm, the only novelty being that 
it is dressed in 1934 garb and revolves 
around our currently distressing problems. 
A hodgepodge presentation, unconvincingly 
written and impossible of serious considera- 
tion, it would, nevertheless prove material 
for the construction of a good moving pic- 
ture scenario of an unusual type. 

Reviewed by A. S. VAN BENTHUYSEN. 








Some Interesting Comments on What 
Securities Commission Expects 


What Corporations Must Do with Respect to Registration State- 
ments, Quarterly and Annual Reports, and Accounting Methods, 
Brought to Light in Questions and Answers Session between New 
York Stock Exchange Representative, and Controllers of Corporations. 


2 gee material presented here constitutes one of the most timely and important 
articles presented in recent months by this publication. It is regarded by the 
editors as specially privileged matter, being for the most part the carefully studied 
opinion of one who is in a position to be best informed with respect to the regu- 
lations lately issued by the Securities and Exchange Commission, for administra- 
tion of the Securities Exchange Act of 1934. The material discloses also the 
questions that are uppermost in the minds of controllers and of other corpora- 
tion executives. 

The New York Control of THE CONTROLLERS INSTITUTE OF AMERICA was 
fortunate in securing the attendance, for an evening of questions and answers, of 
Mr. J. M. B. Hoxsey, executive assistant of the Committee on Stock List of the 
New York Stock Exchange. Mr. Hoxsey had just come from a conference with 
the Securities and Exchange Commission. He came with the understanding and 
consent, not only of the New York Stock Exchange, but of the Commission as 
well. 

Mr. Hoxsey’s position was a difficult one, but he carried it off well. He was 
being asked to discuss regulations not yet issued, but concerning which he had 
accurate advance information. He was asked to do that without betraying the 
confidence reposed in him by the Commission—and succeeded well. 

These questions and the replies made to them by Mr. Hoxsey must be read with 
the full understanding that when the questions were asked and answered, the 
regulations had not made their appearance, but that two days later the regulations 
were promul gated. There is much miscellaneous information here that is of great 
use and value to corporation executives generally, and to directors and stock- 
holders of ten per cent. beneficial interest or more. This publication is glad to 
have the opportunity of presenting this timely material. 

—THE EpITor. 


Mr. J. M. B. Hoxsey: When Mr. 
Tucker asked me to address you to- 
night I told him that I could not do 
it because I just happen at this time 
to be extraordinarily busy and the 
preparation of an address involved 
matters of inclusion and exclusion, 
and determining which is which takes 
a good deal of time, no matter how 
familiar you may be with the subject. 
I told him if he thought it would be 
of any interest or use to the Institute 
I should be very glad to come here 
and answer such questions as might 


be within the range of my informa- 
tion. I have been, it seems to me, do- 
ing almost nothing else except answer- 
ing questions about this subject since 
last August. So, with some of them, 
I am quite familiar by now. 

I went down to Washington, at the 
request of the Commission, on Sunday 
night (December 16), expecting to be 
back last night. They asked me to 
stay over today (December 18) and I 
could not get away from there until 
just a little after four o’clock this 
afternoon. ‘Therefore, I was unable 


to bring here any of my papers which 
might serve to aid my memory. I do 
have a copy of the Act which I used 
there and I will have to do as well 
as I can without the other papers. 

I will answer one question imme- 
diately, and that is as to when the 
accounting instructions are going to 
come out. At twelve o'clock today, 
they were going to come out tomorrow 
morning. At 3:45 p.m., they were 
going to come out Thursday morning. 
Now you know as much as I do or 
the Commission does on that. (Note: 
They came out Thursday morning, 
December 20.) 

PRESIDENT ARTHUR E. Davis: Now, 
gentlemen, we turn the floor over to 
you for any questions that you may 
have to ask. 


Relation Between Commission and 
Exchange 

I am going to impose just a mo- 
ment, perhaps, to ask the first ques- 
tion. I would like to know what rela- 
tion the New York Exchange and the 
Securities and Exchange Commission 
are going to have directly with each 
other. 

Mr. Hoxsey: The Securities and 
Exchange Commission is empowered 
by the Act, in the first place, to pre- 
vent certain abuses, such as manipula- 
tion of securities and to regulate floor 
trading and, in certain ways, special- 
ists. In addition to that, it has the 
power, under Section 19 of the Act, 
to request any registered stock ex- 
change to adopt such rules in regard 
to many defined matters, among them 
being listings, as the Securities and 











Exchange Commission may request. 
If the Exchange should not follow 
such requests, then, after a hearing 
but not before it, the Commission can 
order the Exchange to adopt the rules 
in question which it has proposed and 
in the event that the Exchange still 
refuses to do it, they have certain dis- 
ciplinary powers. 

PRESIDENT Davis: Where is the 
first question from the floor, please, 
and who has it to propound ? 

Mr. J. S. SNELHAM: Maybe I am 
putting you on the spot, but I think 
all of us are now busy getting out 
our annual reports. Do you know 
what form we have to put them out 
on, different than before, and what 
information we have to give? 

Mr. Hoxsey: I cannot answer that 
question categorically because my re- 
lation with the matter has been more 
or less confidential up to this time. 

I can tell you this, you are not going 
to have any difficult matters on which 
you have to go back more than one 
year—corporations who are already 
temporarily registered—not speaking 
of new corporations that come in. You 
are going to give a lot of additional 
information that, so far as I know, no 
corporation in America has ever given 
in its entirety. On the other hand, 
the Commission has been very thought- 
ful and has done its best, so far as 
permitted by the Act, to exclude those 
questions which are likely materially 
to injure a corporation from the ef- 
fect of disclosure. It is not going 
to require a great deal of difficult 
work but it will involve getting cer- 
tain information together which it has 
not been the habit to get together in 
the past for this. It will probably 
delay the annual reports of large cor- 
porations by as much as a week or 
two weeks in the getting up of this 
initial information. 

This information, by the way, is not, 
so far as their present intention is 
concerned, for regular repetition at the 
end of each year, in the annual re- 
port. The majority of the more 
lengthy information, I would say, is 
a once-and-for-all proposition with the 
act of listing. I may say that they 
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have a desire to know the names of 
subsidiaries and the percentage of con- 
trol, but they make particular provi- 
sion for omitting certain subsidiaries, 
particularly foreign subsidiaries, under 
conditions in which the disclosure of 
the names might create difficult tax 
problems or otherwise abroad. 

Generally speaking, I would say 
this: There is perhaps, with one ex- 
ception, nothing in the requirements 
concerning which any one of you, if 
called upon to say if this thing is 
reasonable, considered by itself, would 
not at once say, ‘‘Yes, it is reasonable,” 
but I am certain that when these re- 
quirements first become known, or 
when they are first shot at people, the 
mere bulk of them and the bulkiness 
of the replies are going to scare men 
before they have time to study it and 
see what is really involved and how 
simple it is. 


Sales and Cost of Sales 

The one thing on which there is 
going to be more difficulty perhaps 
than anything else (I do not know 
what the final answer will be because 
they were still debating it when I left) 
is that as yet the Commission feels it 
should have sales and cost of sales 
shown on the income statement with, 
however, a proviso of the bill, Sec- 
tion 24-B, that if any corporation 
feels that it does an injury to it, it can 
file the matter, in a sealed envelope, 
with the Chairman and with the re- 
quest that it be kept confidential. The 
Commission can then ask for a hear- 
ing, ask the people to come before 
them for a hearing, and their decision 
on whether or not the matter shall be 
made public is, as I understand the 
Act, final and will conclude it if the 
Commission so desires. 

By the way, may I say as a result 
of hundreds of interviews on this sub- 
ject, I am satisfied myself that there 
are very few corporations which will 
really be injured by divulging that in- 
formation. A little more than half 
of those listed on the New York Stock 
Exchange already give it, and of the 
half that do not give it, it is probable 
that more than half of those could 
give it without any injury to them- 


13 


selves. So far as one can see, there 
are unquestionably certain cases in 
which that injury will be material in 
the matter of disclosure, and for that 
reason I left urging the Commission 
very strongly to vote that that particu- 
lar item be given leeway by which they 
might permit a corporation not to file 
it at all if the corporation made out a 
good case on the matter, in writing, 
at the time of making its application. 
I do not know. When I left, it did 
not seem as if that would go through. 
It seemed as if it were going through 
as a straight request for sales and cost 
of sales, with the privilege of asking 
that it be kept confidential. 

One advantageous change will, I 
think, be made. They wanted cost of 
sales, originally, segregated and dis- 
tinct from such of these accounts as 
might be charged elsewhere in the 
profit and loss account, divided into 
maintenance and repairs entering into 
cost of sales, depreciation, amortiza- 
tion entering into cost of sales, rents 
and royalties, and four or five other 
subdivisions of cost of sales. That 
that would retard statements greatly in 
their preparation and many corpora- 
tions are not at the present moment 
prepared to do it, and have not kept 
their accounts for the past year in such 
a way as to permit them to do it, was 
pointed out to the Commission. This 
will be, at least, optional. 

The accounts which are going to be 
asked for, as a matter of permanent 
registration, are the accounts for the 
year ending December 31, 1934, or 
the first fiscal year ending thereafter, 
if the corporation has not the calen- 
dar year as its fiscal year. For that 
reason, I think it is very important 
that you men should not have to go 
back and resurrect items which you 
had not kept for that purpose in order 
to put together in that detail the state- 
ment. That, I think, is quite definitely 
out now. 

Mr. A. J. LANSING: Is there any 
definition given of cost of sales? 

Mr. Hoxsey: No, there is not and 
it was purposely left so that there 
would be no definition. I am sure 
you will all be glad to hear this: This 
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thing does not go into methods at all. 
It is long on disclosure and short on 
methods. The listed corporations are 
presumed to be keeping their accounts 
in accordance with generally recog- 
nized methods of accounting and it is 
known there are differences of opin- 
ion as to various accounting problems, 
and so forth, and that is left up to the 
company itself and the outside auditor 
who audits its accounts, that the meth- 
ods should be proper and that no pre- 
scribed methods whatsoever should be 
given. In fact, they asked a half dozen 
questions which I regret very much 
to see in it. From my point of view, 
it is equivalent to saying, ‘Describe 
the last murder you committed.” If 
you did commit murder, all they ask 
of you is to tell about it. 

Mr. F. C. WarTKINs: Is there any 
provision for profit and loss or oper- 
ating statements other than annual 
statements ? 

Mr. Hoxsey: That matter has not 
yet been under consideration. At pres- 
ent, they are working on Section 12 
of the Act which defines the way in 
which permanent registration may be 
secured. What you speak of will come 
under Section 13 of the Act and they 
have not yet approached that section. 

Mr. Paut D. Pracer: Is the Com- 
mission laying down any rules for set- 
ting up depreciation ? 

Mr. Hoxsey: No rules whatsoever. 

Mr. SNELHAM: I think you de- 
scribed what we would have to do for 
registration. My point was, what 
would we put in the annual statement 
to stockholders ? 

Mr. Hoxsey: Let me first describe 
to you the status of most listed com- 
panies. Any company that was listed 
on the first of October, when the Ex- 
change became a registered exchange, 
would become very simply indeed a 
temporarily registered company by 
nothing more than a request made by 
the corporation. In some instances, it 
is merely the assumption of very sim- 
ple obligations. 


Temporary Permanent Registration 


Then companies, such as Mr. Snel- 
ham’s company, had an additional is- 
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sue of stock and for that they got out 
the temporary permanent  require- 
ments. The Act prevents any securi- 
ties being temporarily registered unless 
they were listed on the first of October. 
So we cannot have any more temporary 
registrations. What Mr. Snelham’s 
company had to do was to sign an 
application for permanent registra- 
tion of additional shares issued, with 
the agreement, however, that when the 
permanent requirements come out, if 
they did not comply with them within 
ninety days after the requirements 
were issued, then that listing did not 
go, it was all off. That is why we 
call it the temporary permanent re- 
quirement. Now these are the per- 
manent requirements and here is the 
difficulty: Under this Act, taken in 
connection with the Act of 1933, there 
are certain possible penalties either 
for misstatements of fact or for con- 
cealment of material facts. The tem- 
porary registration at present in effect 
ceases on the first of next July. If a 
corporation wishes to remain listed, it 
has to get in its permanent applica- 
tion before that. If it does not it will 
face over-the-counter rules which will 
be, from present indications, more 
onerous, so that does not help a very 
great deal. 

There will be a period of at least 
two study weeks, because there are two 
documents which have been tentatively 
completed this afternoon, or practi- 
cally completed. One is known as 
Form 10, Permanent Registration 
Statement; the other is known as the 
instruction book and refers to Form 
10. I should say that the two of them 
together probably have, excluding full- 
page forms which tend to simplify 
things, twenty-two pages of foolscap 
paper. It is not as long as you might 
think, but it is long enough. Neither 
Form 10 nor the instruction book have 
any rules for putting them into effect, 
and to draw up necessary rules to put 
them into effect the Commission esti- 
mates will take until the first of Jan- 
uary. So that while you will have the 
means of knowing what you will be 
expected to do, you will not know 
when you are expected to do it for 
another two weeks. 





Mr. SNELHAM: We are going to 
have to burn the midnight oil. 

Mr. G. H. RicHarps: Will it be 
necessary for the wholly owned sub- 
sidiaries, or the partially owned sub- 
sidiaries, of the companies listed on 
the Exchange to have independent 
audits, and will the accounts have to 
be stated in the same form as those 
of the parent company ? 

. . . . Mr. Hoxsey’s answer to this 
question was off the record, at his re- 
quest .... 

Mr. PRAGER: At present, the Stock 
Exchange requires that annual reports 
be published at least fifteen days be- 
fore the annual meeting. Where the 
annual meeting is fixed in the by-laws 
of the company and it is at a date too 
early to get the annual report out 
under the regulations, will the Stock 
Exchange change its ruling ? 

Mr. Hoxsey: Undoubtedly, the 
Stock Exchange will meet these situa- 
tions as they arise. If the corporations 
cannot reasonably do it, the rule will 
be waived for that one year without 
any question, so far as one man can 
speak for an institution. 

Mr. THoMaAs L. Evans: Section 13 
mentions annual reports, certified by 
outside accountants, and so on. Does 
that mean quarterly reports must also 
be certified to by outside accountants ? 


No External Audit of Quarterly 
Reports 

Mr. Hoxsey: No, I think you will 
see the language is silent on that, 
leaving it to the Commission to de- 
termine. The Commission is not given 
the power even there to require an 
audit of the quarterly reports. We 
have never required an audit of the 
quarterly reports except for invest- 
ment trusts and we probably will con- 
tinue to require audits of quarterly re- 
ports by investment trusts, whether the 
Commission does or not. 

Mr. Evans: You say the Stock Ex- 
change does not require it for the 
quarterly reports? 

Mr. Hoxsey: It will continue to 
require quarterly statements wherever 
it requires them now but will not re- 
quire audited statements. I do not 











think the Commission has authority 
to do so. 

Mr. Evans: Under Section 14, on 
the subject of proxies, it says, “It shall 
be unlawful for any person, and so 
on,” etc. (reading). When you send 
out your annual statement to the stock- 
holders and enclose a proxy, that is 
permitted, is it not? 

Mr. Hoxsey: Yes. 

Mr. Evans: If the stockholder does 
not sign the proxy and return it, no 
further solicitation is permitted ? 

Mr. Hoxsey: Yes. Sending it out 
in the first place is, legally, a solicita- 
tion. So far as that goes, the Com- 
mission has, as yet, not promulgated 
any rules or regulations on that sub- 
ject. There is no possible worry until 
the Commission makes rules. You 
cannot act in contravention of rules 
until they are made. It is perfectly 
safe on your proxies, if you have been 
following a legal practice in the past, 
to continue to follow it until the Com- 
mission makes a change. That in- 
cludes also stock held in street names. 

I sent out on November 21 a letter 
to a list of corporations suggesting the 
reason why they have had so much 
trouble in getting certain types of 
proxies from street brokers. We sent 
out a letter to brokers on November 1. 
Then it turned out some of them had 
been put to $200 expense in trying 
to comply with the wishes of the Ex- 
change to cooperate with the corpora- 
tions. In my letter of November 21, 
I suggested if the corporations needed 
these proxies very badly, they might 
bear the expense of getting them. 
They might find out from the broker 
what the expense would be and then 
send him, if not the money, stamped 
envelopes, printed matter, and the like, 
so that he would not have to go to the 
expense himself. 

Mr. LANSING: As I understand it, 
no regulations have been issued with 
regard to quarterly or semi-annual 
statements as yet. 

Mr. Hoxsey: None has. It is pos- 
sible they might issue those at the 
same time they issue what are called 
the rules in connection with this in- 
struction book and Form 10. 
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Liability for Misleading Statements 

Mr. WATKINS: Has there been any 
clarification or elaboration of Section 
90, the nature of liability with respect 
to misleading statements ? 

Mr. Hoxsey: That is in the Act of 
1933. There has been a Committee 
of New York business men and law- 
yers working with the Commission 
with the end in view of simplifying 
the Act of 1933 as much as possible. 
There is no Section 90 in this that I 
can see; you must be speaking of the 
old Act of 1933. 

Mr. WATKINS: Section 18. 

Mr. Hoxsey (Consulting the Act) : 
No, there has been nothing to clarify 
that, no rules have been issued under 
it, and it was of that that I spoke when 
I mentioned a while ago the possibility 
of getting out reports so different from 
those that will be prescribed that they 
might be called misleading. Some- 
where in here there is a fine pre- 


scribed. I never expect to incur it, 
so I have forgotten it. I think it is 
$10,000. 


Mr. SNELHAM: Ten thousand dol- 
lars or two years. 

Mr. LANSING: Do I understand 
that the Commission does not attempt 
to prescribe the information contained 
in the application or in the statements 
furnished to the Commission must also 
be disclosed in the annual report to 
the stockholders? The two may be 
entirely different documents ? 

Mr. Hoxsey: Under the rules and 
regulations now issued, and, so far 
as I know, contemplated, that will be 
true as to a large part of them. In 
other words, there are various sched- 
ules, as for example, analysis of the re- 
serve for depreciation, showing the 
amount the beginning of the year, 
the amount in, the amount out and 
the amount at the end of the year and 
the contra accounts charged. That will 
be required for the registration applica- 
tion but will not be required under 
present intention for the annual re- 
port. On the other hand, it will be 
required that in connection with the 
annual reports, the full amount of de- 
preciation charged shall be shown, 
which has been the rule of the Stock 
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Exchange for many years, and in addi- 
tion to that, a very good rule which 
we have not had, that the total amount 
of maintenance and repairs shall, in 
addition, be shown in the income ac- 
count, but not the detail. 

As to the straight accounting state- 
ments, that is, the balance sheet and 
the income statement and the surplus 
statements, I am reasonably certain 
the rules eventually to be promulgated 
will require that the annual reports 
shall show information in that same 
form. On the other hand, I have urged 
them very strongly not to make any 
requirement at all as to the form of 
the interim reports, the quarterly re- 
ports. I think that should not be done 
because, for one thing, it is hard to 
control. It is given to the newspapers 
and they condense it to suit them- 
selves. The corporation cannot con- 
trol it unless it publishes it as an ad- 
vertisement. 

Mr. WATKINS: Is there any pro- 
vision made for breaking down sur- 
plus, earned surplus, or capital sur- 
plus ? 


Surplus Broken Down Into Three 
Divisions 

Mr. Hoxsey: There is a provision 
made for breaking down surplus into 
three divisions: earned, capital and 
paid-in. I have urged very strongly 
and ineffectively, I think, the paid-in 
be considered as a sub-division of 
capital surplus and not require its 
separation from other capital surplus 
because, frankly, I do not know and 
I think nobody else does just when 
paid-in surplus begins, just when an 
item of surplus is paid-in surplus. For 
instance, you sell stock at $15, your 
stated value is $10; there is $5 of 
paid-in surplus. That is easy—plus 
or minus proper charges, it so fe- 
mains. But, if you sell stock for $15 
and credit it all to capital and five 
years later you decide to reduce the 
stated value to $10, thereby arriving 
at the same thing, if it is not paid-in 
surplus what is the sense of having 
it in the statement? I am hoping they 
will omit that. 
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A great deal has been done with the 
old Securities Act of 1933. There are 
many different kinds of surplus which 
must be separated and shown—sur- 
plus by appraisal, surplus by donation, 
paid-in surplus, acquired surplus, cap- 
ital surplus acquired in getting a sub- 
sidiary. I forget them all, but there 
are a number of different kinds of 
surplus in the old Act of 1933 require- 
ments which have, at least, been boiled 
down to three kinds in this. 

Mr. PrRAGER: Is earned surplus de- 
fined ? 

Mr. Hoxsey: Earned surplus is not 
included in the definitions in this in- 
struction so far as I now recall. They 
have spoken of it as undistributed 
earnings since organization or since 
some subsequent stated date of reor- 
ganization. They have made that rough 
definition of it in conversation but it 
has not appeared in any of their pub- 
lished or written matter as yet. 

Let me explain one thing about this 
Act which is very comforting with this 
Commission. The Commission may 
be very much misjudged by those who 
come before it for a particular pur- 
pose only. The Securities Act of 1933 
is one of the most rigid acts ever writ- 
ten. It was drawn in a period of great 
public excitement and drawn as stren- 
uously and as tight as it could possibly 
be. On the other hand, this Securi- 
ties Exchange Act of 1934 is exactly 
the opposite. The Commission’s 
powers are as great as can be con- 
stitutionally delegated to anybody by 
Congress. There is just enough indi- 
cation of the intent of Congress in 
the thing to keep the Commission 
from technically legislating. As I 
personally said to one of them, in my 
opinion the Commission could nega- 
tive the whole Act because under Sec- 
tion 3-(a)-12, all they would have 
to do would be to declare all securi- 
ties were permanently exempted for- 
ever from all provisions of the Act. 
They have absolute power to do it so 
far as I can tell, so there you are. This 
Commission is using that power con- 
sciously to try to carry out the intent 
of the Act, to prevent fraud, to pre- 
vent trouble which they think at least 
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has occurred in the past and, at the 
same time, they are trying very hard 
to do it in such a way as will not in- 
jure the corporations nor the business 
of trading in securities. 

Mk. J. H. Tarry: Did I understand 
you to say there was no prescribed 
rate of depreciation for companies of 
a like character ? 

Mr. Hoxsey: That might be very 
correct, but more than that, one can 
use one method of determining the 
amount of its depreciation and another 
company in the same line of business 
can use another method. Mr. Praget’s 
company can go ahead with a con- 
servative rate of depreciation for his 
utilities based upon life in service, and 
the Consolidated Gas Company can 
go along without any excepting a 
small equalization fund. There are 
two ways just as different as can be 
in the same general type of industry. 
It will still be possible for each of 
them to go on in its own way. Each 
of them must analyze the deprecia- 
tion account and show more clearly 
than is shown by accounts prepared 
in the past that there is that differ- 
ence. It will be much more apparent. 

Mr. Tarry: Does that also apply 
to obsolescence ? 

Mr. Hoxsgy: Obsolescence is te- 
garded usually as a sub-division of de- 
preciation. Very frequently, as you 
know, depreciation was spoken of as 
physical and functional. Obsolescence 
is considered by most companies with 
which I have had contact as one of 
the branches of functional deprecia- 
tion. There is no objection, however, 
if the corporation desires to set it up 
separately from the physical deprecia- 
tion appropriation reserve. There will 
be no objection to that under these 
rules. 

Mr. Tarry: Under this present 
Act, there is no way of determining 
from the reports of companies report- 
ing what their actual earnings are, if 
they do not depreciate or carry their 
rate of obsolescence as the same thing. 

Mr. Hoxsey: You will have three 
things, two of which you have had 
in the past and the third of which 
you will have in the future, for the 


time being at least. First, you must 
have a report of the total appropria- 
tion for depreciation and that you can 
compare with whatever yardstick your 
own depreciation studies have con- 
vinced you is the best. 

Secondly, you have the accrued re- 
serve for depreciation and you can also 
compare that with the same figure and 
you can see whether that ratio is ris- 
ing or falling. Those two things will 
give you a pretty fair indication. 


Analysis of Reserve Is Informative 
Document 


Then, in addition, you have this 
analysis of reserve which will disclose 
very clearly the broad accounting meth- 
ods chosen by the particular corpora- 
tion. For instance, astonishing as it 
may seem, I know corporations that 
have only one entry to depreciation a 
year and that is a credit entry. At the 
end of the year, the directors meet 
and decide to appropriate from the 
year’s earnings, say, five hundred thou- 
sand dollars, or one hundred thousand 
dollars, for depreciation and just add 
it to the reserve. That is frightfully 
rough stuff. Now you cannot tell 
whether that is the way they do it or 
not, as most accounts are now pub- 
lished. After this, you will be able to 
tell whether they do it that way or 
whether they charge their plant retire- 
ments against their reserve, and other 
questions of that sort. With larger 
repairs, you can tell pretty closely what 
the broad accounting is. With those 
three things, you are going to be able, 
I think, to get a pretty good idea on 
the approximate sufficiency of the ap- 
ptopriation. It is a matter which is 
necessarily an estimate. I do not know 
whether there was ever a correct de- 
preciation allowance made by any com- 
pany. 

Mr. Tarry: How are they going 
to reconcile the rate of depreciation 
that is charged, or the amount that they 
report in their reports for the Stock 
Exchange with the amount they report 
for income tax purposes? 

Mr. Hoxsey: The Commission had 
in these requirements a requirement 
that they report the two and reconcile 














them. The Commission, however, de- 
cided to omit it on the ground that 
there were many occasions in which 
there was perfectly properly a differ- 
ence between the two and that to re- 
quire such a report might be held to 
indicate condemnation wherever that 
difference existed and might tend to 
injure the corporation without due 
cause. To a public utility man that 
may not seem good reasoning, but 
take some other cases in which, as a 
matter of convenience, it is done. 
Take, for instance, the oil industry— 
probably some of you represent it— 
in which the Government allows, I 
believe, 27+/, per cent. of the gross as 
a charge for depletion. That is al- 
lowed to all oil corporations. Any 
particular oil corporation would be 
silly and foolish not to take advantage 
of it, in spite of the fact that the most 
careful geological studies they can 
make as to the depletion of their wells, 
and so forth, may indicate the actual 
amount is much less. I think they are 
perfectly within their rights to report 
the fact as they understand it to their 
stockholders whether that amount is 
higher or lower than the amount on 
which income tax allowance is based. 
In all events, present indications are 
it is not going to be in the Act. 

Mr. Tarry: They are not going to 
try to get them close together ? 


Opposed to Uniform System of 
Accounting at Present 


Mr. Hoxsey: No. The Commission 
may, at some time. They have some 
power, under Section 13, to define ac- 
counting methods. The Section is 
somewhat ambiguous and it is a little 
bit difficult to determine its exact 
meaning, but there is some color to 
the thought that they have the right to 
define accounting methods and the 
right method of determining deprecia- 
tion which is specifically mentioned. 
It is possible, at some future time, the 
Commission may issue an accounting 
handbook. That is just a thought in 
the minds of some of their juniors. I 
have not heard the Commissioners 
mention it. Personally, I hope they 
will not do it because I think it would 
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tend to get—are there any railroad 
men here ?— industrial accounting into 
as bad shape as railroad accounting. 

Mr. Tarry: That was the question 
I was leading up to: Is this Commis- 
sion leading to a uniform system of 
accounting for all industries ? 

Mr. Hoxsey: I hope not. I think it 
was the intention of the law that the 
Commission should be empowered to 
do so if it thought it could wisely ex- 
ercise the power. It is a question in 
my mind as to whether the Act was so 
drawn as to clearly and definitely per- 
mit that. It is colorable to suppose 
that it is so drawn. I think at the 
present time the Commission is not dis- 
posed to do it. Some of you may 
know I have been fighting, for years 
past, uniform systems of accounting 
and reporting because I think we have 
not advanced far enough. I think we 
do not know enough. Accounting is 
in a state of flux although there has 
been great progress in the last few 
years. I have great hopes for the fu- 
ture of accounting. I would hate to 
see it crystallized where it is now. 

Mr. LANSING: Do I understand you 
really mean the Act intends to give the 
Commission power to describe or pre- 
scribe methods of accounting, depre- 
ciation and things of that kind? I did 
not read that in the Act at all. 


Commission's Power To Prescribe 
Methods of Accounting 

Mr. Hoxsey: From reading 13-B, 
“The Commission may prescribe the 
form or forms in which the required 
information shall be set forth,’ and 
so on, which excepts the railroad and 
communication companies, that lan- 
guage has been held (I do not mean 
authoritatively but by those who have 
attempted to construe it) to give the 
Commission full power to prescribe 
methods of accounting. Personally, I 
think it does not mean that but there 
is a colorable thought there, partic- 
ularly as it goes right on to speak of 
very essential and difficult problems, 
determination of depreciation and so 
forth, but it is anybody's guess as to 
what that means. 

Mr. Tarry: If the Commission 
definitely decides on some rate of de- 
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preciation for corporations of like in- 
terest, will the Federal Government, in 
their income tax, be restricted to the 
rates prescribed by the Commission ? 

Mr. Hoxsey: That I do not know. 

Mr. H. F. ELBERFELD: Will sepa- 
rate or individual statements of the 
consolidated company and the parent 
company be required in the annual re- 
port ? 

Mr. Hoxsey: It will be required in 
the report, yes. 

Mr. W. J. WILCKENs: If a corpora- 
tion wants to sell a bond issue and 
arranges to sell it within the state of 
its residence, is that a private sale or a 
public sale requiring registration? 

Mr. Hoxsey: Under the 1933 Act, 
if it was sold without the use of the 
mails and by private offering, not pub- 
lic offering, that would become an ex- 
empted transaction, and under the 
amendments to the Act made last June, 
might be regarded as .an exempted 
security, but if it so happened that 
within a short time after that event one 
of those bonds found its way into a 
neighboring state, across the state line, 
then it would become a question as to 
whether the rest of the securities are 
still exempted or whether it was merely 
an exempted initial transaction. 

In the case of the B.M.T., the Com- 
mission refused to register eight mil- 
lion dollars’ worth of bonds in which 
that exact thing had happened. It 
happened two or three bonds out of 
the eight million dollars’ worth 
found their way into New Jersey and 
one to Louisville, Kentucky, I think, 
within a period of about thirty days 
after the distribution. The Commis- 
sion has published a rule known as 
JE-7 by which it reserves to itself the 
right to refuse registration or to re- 
voke registration as to any security 
which has not complied with the law 
of 1933 in which the Commission 
should rule they should have complied. 

Mr. Tarry: Do the rules promul- 
gated by the Government apply to 
companies not listed on the Stock Ex- 
change as well as to companies listed 
there ? 

.... Mr. Hoxsey read Section 
Forecasts 
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Onerous Rules for Over-Counter 
Trading Expected 

Mr. Hoxsey: All of that is in con- 
travention of rules the Commission 
may prescribe. The Commission has 
absolute power to prescribe those rules. 
They have unlimited time in which to 
do it, and since it is going to be very 
much easier for them to regulate trad- 
ing in securities, since this is not only 
a question of corporation reports but 
still more of trading, in organized ex- 
changes rather than over the counter, 
the general supposition is (which they 
do not discourage although they do not 
admit) that the rules for over-the- 
counter trading, as regards securities 
traded in on that market, will be more 
severe and onerous than the rules for 
Exchanges. 

Mr. LANSING: You mean they want 
to kill the over-the-counter market and 
make them list. 

Mr. Hoxsey: I should think they 
might. 

Mr. LANsING: You do not dis- 
courage that, do you? 

Mr. Hoxsey: Bear in mind there 
are comparatively few corporations 
that we would want to list that are not 
already listed on our exchange. That 
is to say, in the first place, we will 
not list anything that cannot give at 
least two years’ clear earning state- 
ments for itself or predecessors; sec- 
ondly, we go very slowly in listing any 
corporations in an initial listing that 
cannot show $800,000 earnings per 
annum after interest (bear in mind 
I do not say we will not under any 
circumstances do this, but it has to 
promise it pretty well) ; third, on com- 
mon stock we are looking up carefully 
anything less than 350,000 shares. 
Finally, the security must already be 
widely distributed before application 
is made. 

So that there is not so much in- 
volved for us in any such rule that 
would be apt to work because it would 
work more to the advantage of the 
smaller exchanges than to ours. 

Mr. WiILcKENS: Has there been 
any change or elaboration of rule JB-1, 
describing the requirements for per- 
manent registration ? 
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Mr. Hoxsty: JB-1 did not describe 
the requirements for permanent regis- 
trations. It prescribed the require- 
ments for temporary registration, un- 
less I have the rule very much mixed 
in my own mind, for temporary regis- 
tration by corporations utilizing Form 
2 and making the application on their 
own behalf, or maybe I have JE-1 and 
JB-1 mixed. 

Mr. CHARLES J. ToMIcK: JB-1 
provides the method and requirements 
and schedule that are necessary to be 
filed and it states that requirements 
are to be the same as JB-2. JB-2 has 
application to temporary registration. 

Mr. Hoxsey: I am sorry I have not 
my rules here. I am perfectly positive 
of this: There has been no requirement 
yet issued for permanent registration 
excepting what I describe as the tem- 
porary permanent form which is a re- 
quest giving half a dozen different 
items of information and then pre- 
scribing for the filing of a number of 
exhibits lettered A to K, or something 
of that sort. 

Mr. Tomick: I think JB-2 is the 
temporary-permanent requirement. In 
JB-1, the same report is designated as 
in 2-A which you mentioned and the 
requirements of JB-2. 

Mr. Hoxsey: That is purely legal 
fiction, if so. It may have that name 
of permanent requirements; then you 
go to JB-2 and as part of JB-2, you 
refer to Form 7, and then in Form 7 
you see a paragraph that the registrant 
hereby agrees that if within ninety 
days after permanent requirements are 
made public by the Commission, it has 
not complied with such permanent re- 
quirements and so forth, that the regis- 
tration hereby granted will be sur- 
rendered by it. That is the reason. They 
had to call it permanent under the law 
but they stuck this agreement in the 
application form, which is signed, 
which makes it temporary. That is 
why I call it temporary-permanent. 


No Permanent Registration as Yet on 
Exchange 
Mr. Tomick: Then all stock on the 
Stock Exchange is not permanent ? 
Mr. Hoxsey: There is no perma- 
nent registration on the Stock Ex- 


change today. Nearly all of it is 
purely temporary registration. There 
are half a dozen companies like Con- 
tinental Can which have made addi- 
tional issues of stock they already had 
on temporary registration. 

Mr. LANSING: There is no perma- 
nent registration as yet on the Stock 
Exchange. 

Mr. ToOMICK: What is registered is 
fully registered for all purposes of the 
Act. 

Mr. Hoxsey: But that registration 
expires under the terms of the Act on 
July 1, 1935, and as to those that have 
come in to us on Form 7, the tempo- 
rary permanent, that expires prior to 
July 1, 1935, provided the Commis- 
sion really does get out its rules more 
than ninety days before that date. It 
can only stick on ninety days after it 
gets out its rules unless they comply 
with the new permanent requirements. 

Mr. Tomick: Suppose a director or 
a ten per cent. stockholder should, 
within the period it is temporarily reg- 
istered, make a profit and then later 
it becomes fully registered; in the 
meantime the profit was made while 
they were temporarily registered as un- 
listed trading privileges, then they are 
fully registered and profit accrued be- 
fore they became permanent, would 
the law operate retroactively ? 

Mr. Hoxsry: I do not know, but 
my understanding (and I will not 
guarantee this) is that in the unlisted 
trading department of the curb, for 
instance, the registration of those secu- 
rities was made upon Form 3 by act 
of the Exchange, whereas the initial 
temporary registration of corporations 
like Continental Can was made on 
Form 2 by the corporation. Since the 
Exchange clearly cannot bind the cor- 
poration to anything, securities so 
registered are made exempt by the 
rules from the provisions of Section 
13 and Section 16, and Section 16 is 
the section of which you speak, about 
control of these profits, subdivision 
“B.” Since that is clearly exempted 
under the present rules, I cannot con- 
ceive that a future rule, no matter what 
happens to that security as to perma- 
nent registration in the future, could 
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be retroactive and affect the past prof- 
its. 

By the way, I am a little bit sur- 
prised that there have not been any 
questions on Form 4. Your directors, 
your officers and your large equity 
security holders are under obligation, 
in the cases of corporations which are 
listed, to make certain reports to the 
Commission and to the Exchange. So 
long as temporarily registered, those 
reports as to men who were in this 
position, in the reporting status, at the 
time of temporary registration, have 
only to be made at the end of months 
in which changes in ownership of 
stock occur, but must be made as to 
such months. When permanent regis- 
tration takes place, there will have to 
be an initial statement filed of the 
amount of stock held by those three 
classes of people and then, after that, 
a report only for months in which 
changes occurred. 


Definition of Equity Security 

It is very important, in that connec- 
tion, to remember that the bill has a 
very peculiar definition of equity secu- 
rity. In the first place, it is any com- 
mon stock; in the second place, it is 
any preferred stock, no matter how 
highly preferred; in the third place, it 
is any bond or other security which 
contains a conversion privilege into 
either preferred or common. stock; 
fourth, by specific ruling of the Com- 
mission, it can apply to any bond 
whatsoever, first mortage or otherwise. 

I am afraid the directors of this 
country, particularly the large equity 
security holders, are in for a rather 
rude jar because I am afraid a lot of 
them are simply going to overlook it. 
There is many a man who does not 
think of this as affecting him. He at- 
tends meetings once in a while, and 
all that sort of thing, but I believe it 
is very much up to corporate execu- 
tives to see, those who are familiar 
with this Act, that their directors and 
large equity security holders, so far as 
they know who they are, comply with 
the provisions of this Act. There is 
no report to be filed until after Janu- 
ary first simply because, up to this 
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good minute, the Commission has been 
unable to define beneficial ownership. 
As soon as they can, the rules will be 
out. Nobody knows what that means 
as yet. 

Mr. SNELHAM: But you know and 
I know we still have to file for one 
of these temporary permanent regis- 
trations. 

Mr. Hoxsey: Oh, yes, that is re- 
quired on Form 5 or Form 6. 

Mr. Tomick: Where the large 
equity is, the corporation will have to 
file ? 

Mr. Hoxsey: Yes, they will have to 
file. Let’s take this instance: In the 
Case of the New York Telephone 
Company, if any of their bonds are 
convertible, which is possible, then 
the American Telephone & Telegraph 
Company, as the owner of all the stock 
of the New York Telephone Company, 
would have to file its report. I am 
speaking now in case the bonds were 
equity securities under the definition 
of the Act, in that they were converti- 
ble into an equity security. 

Mr. ToMIck: In Section 12, men- 
tion is made that “whatever informa- 
tion is made concerning a guarantor of 
security’ —what does that mean ? 

Mr. Hoxsey: What will be done, 
in all probability, is that they will be 
required to give the names of any 
issues of securities guaranteed and 
probably also a list of the names and 
description of their securities guar- 
anteed by others. 

Mr. Tomick: I interpreted it the 
other way around. 

Mr. Hoxsey: The present indica- 
tion is that they will require it both 
ways. 


No Over-Counter Regulations 

Mr. Jopp (Dictaphone Corpora- 
tion, Bridgeport, Connecticut): Are 
there amy requirements at present 
which must be complied with by a 
corporation whose stock is dealt in 
over the counter ? 

Mr. Hoxsey: None that I am aware 
of. I am certain of this, no rules and 
regulations have been promulgated by 
the Securities and Exchange Com- 
mission, but I think the Federal Re- 
serve System, which has the right to 
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issue the rules and regulations as to 
loans to be made upon the securities, 
has issued certain rules affecting the 
position of such stock as a basis for 
loans made to certain dealers, and so 
forth. It is just an impression in my 
mind. 

Mr. Jopp: Are the officers required 
to file any such report of changes in 
ownership ? 

Mr. HoxseEy: No, sir. 

Mr. TomIck: In making cash ex- 
change of stock not listed on it, a 
broker who is a member of the Stock 
Exchange can buy stock not listed on 
it for cash? 

Mr. Hoxsey: Yes, over the counter. 

Mr. Evans: In the case of a cor- 
poration having stockholders owning 
a few shares of stock who make a re- 
quest to examine the books of the 
corporation, or, say, get the results of 
monthly statements, are such corpora- 
tions obliged to give that information 
under the Act? 


No Special Information for Individual 
Stockholder 

Mr. Hoxsey: No, and I do not 
think they will. My own thought 
would be, if the Commission should 
ever decide to make any rules on that, 
they would take exactly the counter 
direction, namely, the corporation 
must not give to any individual stock- 
holder information which it has not 
made public to all stockholders. 

Mr. Tarry: What would be the 
position of a holding company of a 
corporation actively traded on the 
Stock Exchange when the holding 
company is not listed but is actually 
traded in over the counter ? 

Mr. Hoxsey: It would not affect 
the listed companies in any obligation 
under the act that I could see. The 
holding company would make reports 
under Section 16. 

Mr. LANSING: To revert back to this 
matter of information for stockhold- 
ers, as you may no doubt know, it has 
in many cases been the custom for 
large stockholders, and particularly in- 
vestment trusts, to visit corporation 
offices to find out how business is go- 
ing, what is going on, and so forth. I 
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take it, under the rules and regulations 
as you know them now, it will no 
longer be permissible to give anyone 
any information whatsoever. 

Mr. Hoxsey: I did not make my- 
self clear on that. At present, there 
is no rule, and so far as I know, no 
such rule is in contemplation, but an- 
swering the question as to whether it 
would be compelled, I gave a per- 
sonal opinion that if a rule were issued 
it would be more likely to be the re- 


verse because both the intent of the ; 


law and certain things not directly 
bearing upon it that I have heard the 
Commissioners say, indicate that one 
of the things that is particularly to be 
stopped is the use of inside informa- 
tion by some to the possible detriment 
of others. That is clearly the intent of 
it all. 

Mr. LaNsING: It brings up this 
very interesting question. If cer- 
tain stockholders request information, 
does that put the corporation under 
obligation to at the same time give that 
information to other stockholders? 
When we say, “The information is 
here, if you want it, come and get it,” 
some certain stockholders avail then»- 
selves of it and others do not. 

Mr. Hoxsey: It would seem to me 
to be so. I rather regret that I made 
that guess because it was only a guess, 
but the Exchange has frequently re- 
ceived letters of complaint against 
corporations because of failure to an- 
swer letters of individual stockholders 
giving them information requested and 
we, of course, are without any specific 
power in the matter whatsoever unless 
the corporation is in violation of an 
agreement which it has made with us 
to give this to everybody. We gen- 
erally have written to the corporation, 
stating the fact that such-and-such an 
individual has asked for information 
and that we leave it to the corpora- 
tion but we cannot advise them to give 
it to the individual unless the corpora- 
tion sees its way clear to make it pub- 
lic generally. The corporation must 
be its own judge in the matter. That 
always makes the inquirer very angry 
because he feels he should know 
whatever it is that he has asked. We 
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get some of the queerest letters you 
ever saw. One man said he has writ- 
ten to a dozen or more corporations. 
He thought we stood for publicity. 
From every one of them he got back 
the same printed slip, a negative reply. 

Mr. Evans: I should like to ask 
one more question: In the case of a 
parent company and its subsidiaries, is 
there anything in the regulations to say 
what price they should pay to remanu- 
facture the products they receive from 
the parent company ? 


Plan To Exclude Inter-Company 
Profits 


Mr. Hoxsey: No, but there will be 
a demand that, if practicable such 
profits shall be excluded, washed out 
in consolidation. If that is impossible 
(and it is impossible with a very few 
companies) then there must be an 
estimate of the amount of the profits 
so, included, which of course, as I 
visualize it, would affect (perhaps I 
am wrong on this) the inventory. If 
the goods had been sold, then the final 
profit would have been in the system 
so that it effects really an increase; 
assuming the profit to be of stable 
amount, it would effect an increase in 
inventory. 

Mr. Evans: In other words, it 
means that the inventories in the hands 
of subsidiaries should be of the same 
value as the inventories in the hands 
of the parent companies. 

Mr. Hoxsey: In like conditions, it 
would be a good rule. Here is the 
difficulty. In certain of the highly in- 
tegrated industries, such as an oil 
business, where crude oil is taken out 
of the ground, stored for a greater or 


less length of time, that or other oil 
taken out and put in a pipe line with 
oil owned by others and carried by the 
pipe line at a figure and delivered to a 
refinery which is a different subsidiary 
corporation, there refined, and there 
is no direct cost method as I under- 
stand it, you find it pretty difficult to 
tell how much of your profit has been 
made within the system on your unsold 
subsidiary inventory. There was a 
great scandal on that sort of thing a 
few years ago and the thought has 
been to try to prevent that so far as 
possible. 

I want to ask one thing, if you 
please, Mr. Chairman. I would feel 
very much easier in my mind if this 
were not transcribed until these rules 
are out (I believe they will be out the 
day after tomorrow), so it will not 
hurt anybody. While Mr. Kennedy 
authorized me late this afternoon to 
talk guardedly to this organization on 
the theory that there were no reporters 
present or anything of this sort, you 
can see perfectly clearly that it is the 
right and privilege of the Commis- 
sion to give this out with whatever 
they care to say in giving it out and 
neither you nor I must steal their 
thunder by making it what may be a 
garbled account. So I hope every 
precaution will be taken, in justice to 
the Commission. I tried to answer the 
questions to the extent of my knowl- 
edge but I have been very frank and 
I would hate to have the Commission 
think I was not observing the spirit 
of my talk with Mr. Kennedy. 

. . . . Upon motion of Mr. Will- 
cox, a rising vote of thanks was ten- 
dered to Mr. Hoxsey .... 
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Rebuilding Price Equilibrium Still 
Problem for American Government 


Effect of Increasing Price of Gold Off-set in Part by Artificial Rais- 
ing of Industrial Costs and wages Under NRA~American Policy 
Contrasted With That of Great Britaan—Paper by EARL HARDING. 


HE ever present problem of mone- 

tary policies was discussed by 
Mr. EArt HARDING of the Commit- 
tee for the Nation at the November 
meeting of THE NEw YorK City 
CONTROL of the CONTROLLERS IN- 
STITUTE OF AMERICA. 

Mr. HARDING demonstrated by the 
use of charts the course of prices of 
basic commodities during recent years 
as compared with the course of prices 
of manufactured and other goods. The 
Committee for the Nation has long 
advocated a managed monetary system 
for the United States and the views 
presented by Mr. HARDING are those 
of the Committee. Likewise, the state- 
ments made are presented on the re- 
sponsibility of the Committee. 

Members of the New York Control 
heard this presentation with great in- 
terest. "THE CONTROLLERS INSTITUTE 
OF AMERICA, of course, expresses no 
Official opinion on these subjects but 
presents the paper, in condensed form, 
with the thought that it will be illum- 
inating in many respects. 

—THE EpIror. 


It took more than a year to convince 
some people that recovery was being 
prevented by NRA’s artificial raising 
of industrial costs and wages. Will 
it be necessary to delay recovery still 
another year because some people, who 
do not understand the simple, funda- 
mental laws of prices, cannot yet see 
the impossibility of industry absorbing 
unemployment until our unbalanced 
price structure is corrected ? 

Responsibility for continuing unem- 
ployment and decline in business ac- 
tivity can be traced to an unwitting 
but nevertheless effective alliance be- 
tween the regimenting radicals, who 
sincerely believed in socialized con- 


trol, and the monetary conservatives 
who were equally sincere in opposing 
monetary readjustment. Their oppost- 
tion to any monetary adjustment 
brought about subordination of mone- 
tary policy to the restrictive measures 
of NRA and AAA. 

In appraising the effectiveness of re- 
covery efforts, we should not lose sight 
of the fact that almost all of the cor- 
rection in price structure has been due 
to monetary policy. 

The major problem of recovery has 
been and still is the elimination of 
disparities between economic groups. 
How this could be accomplished was 
not generally understood. The unin- 
formed supposed that the President 
was setting out to raise all prices 
equally when he announced that his 
objective was a higher price level. This 
led to such measures as the appoint- 
ment of the Consumers Advisory Coun- 
cil in Washington to attempt to pre- 
vent excessive prices. 

The public should have been in- 
formed that the objective of the gov- 
ernment’s gold repricing policy was to 
bring about a quick rise in the average 
price of basic commodities. Unfor- 
tunately, this was not made clear. 


What Raising Price of Gold Effected 


Raising the price of gold did exactly 
what was expected of it by those who 
advocated that policy. It brought 
about a corresponding rise in the aver- 
age price of basic commodities. 

A chart of the periods of price 
equilibrium and disequilibrium, going 
back to the pre-war period, shows how 
the basic commodities rose fastest in 
the periods of rising prices, and, un- 
der normal conditions, lifted other 
costs into equilibrium. 


On the down side, when prices col- 
lapse, the basic commodities go down 
furthest and fastest; manufactured 
goods, hourly wage rate in industry, 
cost of living, go down slowly. 

Under the influence of the higher 
price of gold, the basic commodities 
rose sharply. The all-commodity price 
level rose less rapidly. The cost of 
living moved up almost imperceptibly. 

Without the maladjustment caused 
by NRA, rapid progress toward equi- 
librium in price structure would have 
resulted. But NRA caused a 31 per 
cent. increase in average hourly wage 
rate in industry during the first year 
NRA was in operation. Thus, the 
advantages accruing from the gold 
policy were largely cancelled. 

In other words, we stepped on the 
monetary gas with one foot and gen- 
erated tremendous power for recovery 
by rapidly raising basic producers’ 
prices and restoring part of their lost 
power to buy from industry. With 
the other foot, we stepped on the NRA 
brake which artificially increased manu- 
facturing costs. We made the radia- 
tor boil but nearly stalled the recovery 
engine. 

Taking the foot off the brake will, 
of course, release some power. We 
still have to face this question: Is 
there enough power to get us to the 
summit of Recovery Hill? 

There can be no real recovery until 
we have restored something like 
equilibrium in the price structure. 
Business can be transacted at any price 
level—but it must be somewhere near 
level. A billiard game does not go 
well on a stepladder! 





Higher Wage Rate Not Absorbed 
Approximately 45 per cent. of the 
American people are directly depend- 
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ent upon the production of basic com- 
modities—the products of farms, for- 
ests, mines. These basic producers are 
still short nearly ten billion dollars 
and the like of their pre-depression 
annual income. Because their prices 
remain low, they are unable to buy 
their normal requirements from indus- 
try. In consequence, industry cannot 
produce sufficient volume to absorb the 
higher wage rate brought about by 
NRA, and still make a proAt. 

I leave it to THE CONTROLLERS IN- 
STITUTE to answer this question: Is it 
politically possible to deflate labor— 
to induce labor to write down wages to 
a point where the price structure will 
be in equilibrium ? 

Professor Sprague is quoted as 
recommending that the government 
call industry and labor together and 
ask them to cut down 25 per cent. 
all around. That, of course, is one way 
to balance the price structure—to de- 
flate wages and fixed charges. It is 
difficult enough to induce creditors to 
write down debts; it is more difficult 
to induce labor to write down wages. 

Is not the lifting of basic producers 
ptices to a balance with the already 
established industrial wage rate the 
only practicable solution ? 

We are particularly concerned in 
this country about the heavy goods in- 
dustries, and are trying to bring about 
recovery in the building industry. The 
building industry is at a standstill in 
the countries that have adhered to the 
gold standard. England, off gold, 
with a price of gold raised approxi- 
mately as high as we have raised our 
gold price, is in the midst of a build- 
ing boom. But England kept her 
wage rate stationary and increased em- 
ployment, while we raised the average 
industrial wage rate 31 per cent., and 
increased unemployment. 

Argentina and Brazil, with a higher 
gold price than either Great Britain 
or the United States, have practically 
no unemployment and you see more 
new construction in these countries 
than in all of the United States. 


Problem Has Two Angles 
We have a somewhat different prob- 
lem in the United States than they 
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have in England. We have the com- 
bination of a great population depend- 
ent on raw material production living 
under the same monetary standard with 
a population dependent upon finance 
and manufacturing industry. If we 
could put a wall around our industrial 
and financial East and North and give 
it one kind of a dollar, and give an- 
other kind of a dollar to our agricul- 
tural and raw material producing West 
and South, we would be in a position 
comparable to that of the British Em- 
pire. 

Creditor and industrial England has 
increased its price of gold approxi- 
mately as much as we have—69 per 
cent. above the old parity. That brings 
British pounds home from foreign in- 
vestments with a reasonably high gold 
value. But Britain has encouraged the 
countries from which it draws its food- 
stuffs and raw materials for manufac- 
ture, to increase their respective prices 
of gold around 100 per cent. The 
higher gold prices give to basic pro- 
ducers of “‘sterlingarea’” sufficient in- 
come in their respective currencies to 
restore their solvency and purchasing 
power. They are able to buy heavily 
from British industry. 

We seem to have learned little from 
the example of the “sterlingarea” 
countries which are far ahead of us in 
getting out of the world depression. 
We were the last of 34 nations to 
leave the gold standard and were the 
first to return to it. We went back to 
a fixed price of gold—a 1/35th-of- 
an-ounce gold dollar, last January. 
The rise in our basic producers’ 
prices was halted almost immediately. 
Drought affected some basic prices in 
the summer, but drought is only a 
temporary price raiser. So long as 
worldwide distrust and hoarding give 
gold its present excessive value or 
purchasing power, the only way to 
raise basic producers’ prices is to raise 
the dollar price of gold. 

We have much to learn from the ex- 
ample of Great Britain. Without 
talking about it, the British have 
quietly instituted a new monetary 
policy with the same objective as that 
announced by President Roosevelt; 
that is, a monetary standard which shall 


be stable, first of all in internal pur- 
chasing power; secondarily, and if at- 
tainable, stable in international ex- 
change. 

I have no doubt that President 
Roosevelt will adhere to his monetary 
objective of giving the United States 
eventually a dollar which shall have 
the same purchasing power in the next 
generation. 

What the President meant when he 
contrasted the attitude of bankers in 
Great Britain and the United States 
was, I am sure, to call attention to 
British bankers’ support of the new 
monetary policy of their government. 
I do not believe he was thinking, as 
our bankers generally imagined, of 
bank purchases of government bonds. 
I think he must have had in mind that 
the head of the greatest bank in the 
British Empire, Sir Reginald McKenna, 
and the heads of many other important 
British banks sustained their govern- 
ment in its monetary experimenting. 


Our Policies Like Great Britain’s 

It happens that the currency tinker- 
ing and experimenting by President 
Roosevelt parallels in purpose, and 
largely in technique, the new British 
monetary policy. The main difference 
is that our bankers set up such a hue 
and cry, organized such a campaign of 
fear and doubt, that President Roose- 
velt was forced to return to a fixed- 
gold-content dollar, stable in foreign 
exchange, but unstable in internal pur- 
chasing power, while in Great Britain, 
banking and public opinion has sup- 
ported the government in remaining 
off gold and adhering to its objective 
of internal price stability. 

A little book written in England 
by Sir Charles Morgan-Webb will do 
much to clarify one’s thinking about 
money. It is entitled “The Rise and 
Fall of the Gold Standard.”” It de- 
scribes the various kinds of gold 
standard, how ineffective they have be- 
come, how England in the past cen- 
tury established the international gold 
standard and managed it for the 
world; how England recognized that 
the gold standard is no longer work- 
able, and how England is today creat- 
ing a new and better standard of value. 
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REVIEWS of Current Business Publications 


BUDGETING. By Prior Sinclair. Ronald 
Press Company, New York. Price $5. 

Mr. Sinclair’s book makes its appear- 
ance at a time when progressive con- 
trollers can profitably take a fresh look 
at their budget methods and determine 
whether or not they are adequate for 
current needs. 

With entirely new problems before 
them, such as inflation, machinery limita- 
tions, controlled prices, surplus distribu- 
tion and the like, coordinated budgets 
properly used afford the means of fitting 
together the complex elements of busi- 
ness and of visualizing results of general 
plans and policies while there is still 
time to change them. 

Budget methods and the use of fore- 
casts supply the most logical, effective 
and diplomatic aids the controller has 
in dealing with the problems of the day 
and in assisting the management in mak- 
ing and carrying out intelligent plans. 

Since the first book on budgeting was 
printed there has been much evolution 
in the technic of management and the 
general attitude toward budgets has 
undergone a marked change; yet there 
has been a scarcity of literature that is 
really helpful to the controller in point- 
ing the way and indicating what should 
be considered in the various forecasts 
and what the pitfalls are. In being spe- 
cific for one business, some books, or 
parts of them, have been almost useless 
in other lines. Other books in being too 
general have failed to be concrete. 

Mr. Sinclair's book starts with the 
fundamental principles of budgeting and 
then outlines and discusses in a practical 
manner the various budgets that are es- 
sential in planning and coordinating the 
phases of a typical manufacturing and 
trading business. Following this a budget 
manual is presented and there is a dis- 
cussion of budget analysis that is very 
suggestive. There are 164 illustrations 
and especially noteworthy chapters on 
profit realizations and on budget reports 
and charts. While of course all of the 
proposals can not be used by any one 
business, the treatment of the subject is 
strikingly thorough and comprehensive 
and most of it can be applied equally 
well to small or large and highly de- 
veloped organizations. 

There are few, if any, controllers who 
will not find something of immediate in- 
terest in this book and who will not 
refer to it often after having read it once. 

Reviewed by H. D. MINICH. 


1935 TAX DIARY AND MANUAL. 
Prentice-Hall, Inc., New York City. 723 
pages. $6. 

In compact form this book gathers a 
large amount of information as to the re- 
ports required by the government and by 
the states, arranging the material in chron- 
ological order so that those who are 
charged with preparing reports and returns 
may have readily available exact informa- 


tion well in advance of the return dates, 
as to when reports must be rendered, and 
payments made, thus avoiding last minute 
rushes which are so disturbing to regular 
routines. Close observance of the dates 
also will enable taxpayers to avoid penal- 
ties for late filing. 

A resumé of state and federal tax laws, 
covering more than 300 pages, is presented 
first in this work. In this section there 
is a three-year calendar, a description of 
the changes called for under the Revenue 
Act of 1934, material relating to the Federal 
Excise Tax, to the Stamp Tax and to mis- 
cellaneous taxes; and a considerable section 
having to do with State Income Taxes on 
individuals. This includes a state-by-state 
review of many interesting points, includ- 
ing a discussion of who is taxable, deduc- 
tions, exemptions, and the like. 

Another section of the work is devoted 
to state corporation taxes. Other subjects 
treated are the federal gift tax, with de- 
scriptions of rates and procedures for 
residents and nonresidents; federal estate 
taxes and state inheritance and estate taxes. 
A log book makes up the second part of 
the work, where the taxpayer may enter 
under the proper dates, reminders of re- 
turns and reports to be filed and tax pay- 
ment dates. 

The Diary represents a detailed task of 
assembling information which called for 
careful study of changes made in laws dur- 
ing 1934. The volume undoubtedly will 
be of great use to corporate officials and 
to those charged with the handling of tax 
matters. Intelligent use of this work will 
enable such officials to schedule their work 
in advance. 

Reviewed by ARTHUR R. TUCKER. 


1935 FEDERAL TAX COURSE. Published 
by Prentice Hall, Inc., New York City. 
750 pages. $10. 

This is a loose-leaf publication, a tax 
guide. It is not new to the business pub- 
lic, but each new edition, of course, pre- 
sents to corporations’ officers and tax con- 
sultants a vast amount of new material 
based on new laws and regulations. 

One section, of nearly 500 pages, is 
devoted to a digest and explanation of 
federal tax laws, organized and indexed for 
quick use. The course gives, in this sec- 
tion, editorial explanations of each article 
of law. There are cited, too, hundreds of 
court cases having a bearing on these laws. 
This section of the course presents also 
digests of official rulings and decisions of 
the courts and of the Board of Tax Ap- 
peals. The taxes covered are income, estate 
and gift, farm relief, excise, admission, and 
stamp. 

In printing the Revenue Act of 1934, the 
course compares it with prior Acts, and 
presents sections of earlier laws which are 
still in effect. The tax provisions of the 
Agricultural Adjustment Act also are pre- 
sented. ; 

An interesting and valuable section of 
the Course is that devoted to presentation 
of typical problems and solutions, of which 


there are nearly 300. The manner in which 
various tax situations may be analyzed is 
described, and in many instances the Course 
describes how the laws have been applied 
to a particular set of conditions. 

A section is devoted to presenting 
worked-out tax returns applicable to both 
corporations and individuals. These illus- 
trations are accompanied by detailed ex- 
planations of the entries, together with 
work sheet analyses showing how to com- 
pute the entries. 

Emphasis is placed on the presentation of 
information and as to allowable deduc- 
tions, and as to refunds that may be ob- 
tainable from the prior year’s payments. 
Explanations are given of Treasury De- 
partment regulations, which are helpful. 

The Course is an institution, which un- 
doubtedly is of immediate value to those 
charged with handling the tax problems of 
corporations and of individuals. The con- 
troller, in the usual corporate set-up, is 
responsible for the handling of these dif- 
ficult problems, or at least has supervision 
of the work. To the controllers this work 
will prove of great usefulness, but the 
field of those who can use this work to 
advantage includes trust officers, public 
accountants, industrialists, attorneys, tax 
consultants, and even Internal Revenue of- 
ficers and employees. 

Reviewed by ARTHUR R. TUCKER. 


JOURNAL OF THE AMERICAN STA- 
TISTICAL ASSOCIATION for September, 
1934 (Quarterly). American Statistical As- 
sociation, Rumford Press, Concord, N. H. 
$1.50 per copy, $6.00 per annum. 

Six articles comprise the feature pres- 
entations in this quarterly issue: Signifi- 
cance of Infant Mortality Rates for Small 
Geographic Areas, Pitfalls in Sampling 
for Population Study, Reliability of For- 
est Surveys, Net Emigration from the 
United States to Canada 1909-1931, Re- 
search and Statistical Program of the 
Federal Emergency Relief Administration 
and Fertility of Families on Relief. 

In addition, the Notes cover Boole’s 
Challenge Problem, Index of Manufac- 
turers Derived from Census Data 1929 
and 1931, Rapidity of the Decline in the 
Birth Rate, Taming the Weekly Seasonal, 
Ought the United States to Resume Lend- 
ing Abroad?, Technical Methods of Fore- 
casting Stock Prices, Progress of Work 
in the Census Bureau, and a number of 
other subjects. 

Reviewed by A. S. VAN BENTHUYSEN. 
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COMING REVIEWS | 
| ‘Stable Money,” by Irving Fisher | 
| “America’s Capacity to Consume,” by | 
| 
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Maurice Leven, Harold G. Moul- 
ton, Clark Warburton 
“Principles of Accounting,” Volume 
Il, by H. A. Finney, Ph.B., C.P.A. 
“Financial Organization and Adminis- 
tration,” by W. Mackenzie Stevens 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


MEETINGS OF CONTROLS 


Mr. J. M. B. Hoxsey, Executive Assistant 
of the Committee on Stock List, of the New 
York Exchange, was the guest of the New 
York Control at a meeting Tuesday, Decem- 
ber 18, at the Midston Club. Mr. Hoxsey 
stipulated in advance that he would not 
make a set address or prepare a formal 
paper, but said he would come prepared to 
answer questions asked by the members 
with respect to the course of action that 
should be taken by corporate officers, stock- 
holders and directors under the terms of 
the Securities Exchange Act, and the regu- 
lations so far issued for administration of 
that Act. The meeting was one of the 
largest of the season and many pertinent 
questions were asked and answered in detail. 
Mr. Hoxsey said that his office had been 
bombarded during the past several weeks 
by inquiries from stockholders, directors 
and corporate officers as to their responsi- 
bilities and proper course of action under 
the new law. The information gleaned at 
the meeting on December 18 is to be made 
available to members of The Institute 
through the columns of THE CONTROLLER. 


Members of the Chicago Control held a 
social meeting on December 19, devoting 
the evening to dinner and entertainment. 
The members of this Control had held three 
earlier meetings beginning with September, 
during the current fiscal year of The In- 
stitute, all of which were devoted to 
consideration of serious subjects and to dis- 
cussions of current problems of the con- 
troller. They felt, therefore, that the 
December meeting could well be devoted 
to a lighter form of program. The meet- 
ing was well attended and was a great 
success. It enabled members of The In- 
stitute in the Chicago area to become much 
better acquainted with each other than had 
been possible heretofore. 


At a meeting of members of The In- 
stitute located in and near Philadelphia, 
held December 11 at the Penn A. C.,, it 
was voted to proceed at once to organize 
the Philadelphia Control, and formation 
of a Committee on Organization was au- 
thorized. The Philadelphia members of 
The Institute wish to set up machinery 
which will enable them to hold monthly 
meetings and thus become better acquainted 
with one another. Such meetings will also 
provide opportunity for study and discus- 
sion of current problems of the controller. 
The Organization Committee will call a 
meeting to be held in January. 


President J. C. Shumberger of The 
Institute was a guest of the Pittsburgh 
Control at a meeting held November 27, in 


the William Penn Hotel. He spoke on 
Institute activities and plans for the future. 
Mr. P. W. Pinkerton, of Haskins & Sells, 
also spoke at this meeting. 


The meeting of the San Francisco Con- 
trol, held December 13, had Mr. Fred 
H. Brown as guest speaker. He is asso- 
ciated with Lester, Herrick & Herrick, 
certified public accountants. Mr. Brown 
spoke on federal income taxes, and his 
address was followed by an hour's dis- 
cussion, participated in by members and 
guests. It was announced that the next 
meeting of the San Francisco Control 
will be held January 10, 1935. 


AMENDMENTS OF BY-LAWS 
APPROVED BY MEMBERS 


The sixty days allotted for voting by 
mail by members on the three proposals 
for amending the by-laws of THE Con- 
TROLLERS INSTITUTE OF AMERICA, which 
were unanimously approved by the mem- 
bers present at the annual meeting in Sep- 
tember, expired December 13, 1934, and 
the secretary of The Institute reported to 
the national board of directors, at a meet- 
ing held December 17, 1934, the following 
vote: 

Yes No 
A—To readjust provisions with 
respect to arrears in dues 
of associate members...... 184 


B—Creating three additional 
vice-presidencies, making 
five in all 


C—Creating an Advisory Coun- 


177 


There being a majority of affirmative 
votes for each of these proposals to 
amend the by-laws, the secretary declared 
the amendments effective as of December 
13, 1934. 

The full text of the amendments was 
sent to all members of The Institute on 
October 15, 1934. They will appear in 
the forthcoming year book of The In- 
stitute. 


NEW MEMBERS ELECTED 


At a meeting of the National Board of 
Directors of The Institute held December 
17, the following were elected to active 
membership in The Institute: 


ALDEN L. BENNETT 
Crown Zellerbach Corporation, San Fran- 
cisco, California. 

J. ELLsworTH BROKAW 
Crown Zellerbach Corporation, San Fran- 
cisco, California. 

C. S. Hart 
The Mennen Company, Newark, New 
Jersey. 

Leo J. HOBAN 
Hecla Mining Company, Wallace, Idaho. 


J. W. Hooper 
American Machine and Foundry Com- 
pany, Brooklyn, New York. 

W. R. HuBER 
Proctor & Gamble, Cincinnati, Ohio. 


JOHN R. McKEE 
California Casualty Indemnity Exchange, 
San Francisco, California. 

FRANK S. REITZEL 
Sun Oil Company, Philadelphia, Pennsyl- 
vania. 

CARL V. RIEFENBERG 
Tubize Chatillon Corporation, New York 
City. 

D. L. TATE 
Yellow Truck & Coach Mfg. Company, 
Pontiac, Michigan. 

RUSSELL VAN HorN 


General Water Gas & Electric Company, 
Philadelphia, Pennsylvania. 
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Preserve Your Copies 
of THE CONTROLLER 


Many readers of The Controller have indicated that they wish to save the 
issues of The Controller which were published in 1934, for reference and study. 
Two methods are offered by which the ten copies of The Controller which 


were published in 1934 may be preserved. 
One plan is to have the copies of the magazine bound in book form. 
A second plan is to use a loose-leaf binder with stiff cover. 
THE CONTROLLERS INSTITUTE OF AMERICA Offers these bargains to read- 


ers of The Controller: 


1. SEND THE TEN ISSUES OF THE Con- 
TROLLER to be bound in book form, at a 
cost of $2.00. 


They will be bound in black cloth for your library 
in a volume of attractive appearance. The words ‘The 
Controller—1934” will appear on the backbone of the 
volume and also on the front cover. 

To avail yourself of this offer, you should have the 
complete set of ten issues. If you do not possess all 
the numbers, back numbers (except the May, 1934, issue) 
may be supplied from this office at the regular price of 
50 cents a copy. 

Because of the demand for the May, 1934, issue, it is 
now out of print and cannot be supplied. If a sufficient 
demand for copies of the May, 1934, issue is developed 
a reprint may be ordered. 

Orders for binding the 1934 issues must be in hand 
not later than January 31, 1935, in order to avail your- 
self of this offer. 

Use the blank below in ordering. 





| ORDER BLANK 


| Controllers Institute of America, 
| One East Forty-Second Street, 
New York City. j 

I wish to have my copies of the 1934 numbers of THr Con 

| TROLLER bound in book form, in accordance with your offer o 

| $2.00. My ten copies have been sent to you under separate cover 
Note: If you are lacking any of the numbers, indicate her 

| what issues you desire (except May, 1934) at 50c a copy: 


Enclosed find my check in the amount of 
to cover the cost of binding and the cost of extra copies. 


Signature 


Address 








2. ORDER A LOOSE-LEAF BINDER, at a 
cost of $2.00. 


These binders are stiff backed. They are known as 
Multi-Magazine binders. They enable the reader to 
consult any issue without removing it from the binder, 
and, at the same time, any issue may be removed easily 
if desired. 

These binders are for use on library shelves. 

Use the order blank below if one of these binders is 
desired at a cost of $2.00, with the name “The Controller 


—1934"" stamped on the backbone and on the cover. 





ORDER BLANK 


| Controllers Institute of America, 
One East Forty-Second Street, 
New York City. 
Please send me one Multi-Magazine binder for my 1934 is 
sues of THE CONTROLLER, 
Note: If vou are lacking any of the numbers, indicate here | 
what issues you desire (except May, 1934) at 50ce a copy: 


I am enclosing my chec in the amount of............ dollars 
to cover the cost of the binder and the cost of extra copies. 


Signature 


Controllers Institute of America 


ONE EAST FORTY-SECOND STREET 





NEW YORK CITY 

















Every evening at dinner and supper 


GAY NEW YORK APPLAUDS 


ARTISTS FROM PARIS, MONTE CARLO, BARCELONA 
in the beautiful 


CASINO MONTCLAIR 


FELIX FERDINANDO 


& His Orchestra 


LEOTA LANE - ROSITA ORTEGA - FRANCO & FRANCINE 
and others 
. 


No Cover Charge at Any Time. Dinner $1.50. Special Supper $1. 


HOTEL MONTCLAIR 


Lexington Avenue at 49th Street 


IN THE NEW SMART CENTER OF NEW YORK 














1933 YEAR BOOK 


CONTROLLERS INSTITUTE 
OF AMERICA 


Available to Non-Members at $2.00 a Copy 


Contains Reports of Discussions at Annual Meeting of 1933; 

Historical Matter Concerning Beginnings of Institute; Descrip- 

tion of Current Activities of Institute; List of Institute Publica- 

tions; Membership Roll; and Other Interesting Features. 
Copies of 1932 Year Book Available at Same Price 


Valuable Reading for Any Controller 
The 1934 Year Book will appear shortly after January 1, 1935 


CONTROLLERS INSTITUTE OF AMERICA 


One East Forty-second Street New York City 























